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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of 
Revenue  for  the  two  fiscal  years  ending  June  30,  1992.   Included  in  this  report  are 
recommendations  concerning  coal  tax  distribution  and  collateral  reserve  require- 
ments, local  assistance  distributions,  recording  and  updating  accounts  receivable, 
computer  access  to  income  tax  return  information,  cash  receipt  reconciliations,  and 
compliance  with  state  and  federal  laws  and  regulations.   The  department's  response 
is  located  at  the  end  of  the  report. 

We  thank  the  director  and  his  staff  for  their  assistance  and  cooperation 
throughout  the  audit. 


Respectfully  submitted. 
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Summaiy  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


We  recommend  the  department: 

A.  Transfer  $25  million  to  the  Clean  Coal 
Technology  Demonstration  Fund  from  the 

Coal  Severance  Tax  Permanent  Fund 7 

Agency  Response:  Concur.  See  page  B-4. 

B.  Transfer  $10,246,436  back  to  the  Coal 

Tax  Bond  Fund 7 

Agency  Response:  Concur.  See  page  B-4. 

C.  Transfer  $5  million  to  Clean  Coal  Tech- 
nology Demonstration  Fund  from  the  Coal 

Tax  Bond  Fund 7 

Agency  Response:  Do  Not  Concur.  See  page  B-4. 

D.  Establish  monitoring  procedures  for 
changes  in  state  law  to  ensure  compli- 
ance with  coal  severance  tax  distri- 
bution laws 7 

Agency  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  establish 

procedures  to  comply  with  collateral 

requirements  for  coal  tax  bonds 8 

Agency  Response:  Partially  Concur.  See  page  B-5. 

We  recommend  the  department  distribute  coal 

severance  taxes  in  accordance  with  the 

state  law  in  effect  when  coal  is  mined 10 

Agency  Response:  Concur.  See  page  B-5. 

We  recommend  the  department  use  the  best 
available  data  to  improve  the  accuracy 
of  its  revenue  accrual  and  accounts  receiv- 
able estimates 14 

Agency  Response:  Concur.  See  page  B-5. 
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Summary  of  Recommendations 


Recommendation  #5 


We  recommend  the  department  establish  more 
timely  and  effective  procedures  for  detect- 
ing and  correcting  errors  in  the  allowance 
for  doubtful  accounts  balance  recorded  on  the 
Statewide  Budgeting  and  Accounting  System  at 
fiscal  year-end 


15 


Agency  Response:  Partially  Concur.  See  page  B-6. 


Recommendation  #6 


We  recommend  the  department  record  accounts 
receivable  and  revenue  when  tax  liability 
settlements  occur 


16 
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Agency  Response:  Concur.  See  page  B-6. 


Recommendation  #7 


We  recommend  the  department  work  with 
Department  of  Administration  to  seek 
legislation  to  resolve  the  apparent 
conflict  between  state  accounting  and 
revenue  distributions  laws 


17 


Agency  Response:  Concur.  See  page  B-6. 


Recommendation  #8 


We  recommend  the  department  ensure  the 
procedures  division  personnel  use  to 
reconcile  cash  receipts  between  various 
department  systems  complies  with  depart- 
ment policy 


19 


Agency  Response:  Concur.  See  page  B-7. 


Recommendation  #9 


We  recommend  the  department  establish 
security  procedures  within  the  income 
tax  computer  system  to  prevent  or  detect 
improper  access  to  tax  information 


20 


Agency  Response:  Concur.  See  page  B-7. 


Recommendation  #10 


We  recommend  the  department  separately 
identify  expenditures  related  to  supple- 
mental appropriations  to  document  compli- 
ance with  state  law 


21 


Agency  Response:  Concur.  See  page  B-7. 


Summary  of  Recommendations 

We  recommend  the  department  record  operat- 
ing budgets  on  the  Statewide  Budgeting  and 
Accounting  System  and  spend  in  accordance 
with  those  budgets  as  required  by  state  law 23 

Agency  Response:  Concur.  See  page  B-7. 

We  recommend  the  department: 

A.  Request  inter-entity  loans  for  temporary 

cash  shortages  as  required  by  state  law 24 

Agency  Response:  Concur.  See  page  B-8. 

B.  Document  the  method  used  for  calculating 
the  amount  of  net  proceeds  to  transfer 

to  the  General  Fund  from  the  Liquor 

Enterprise  Fund 24 

Agency  Response:  Concur.  See  page  B-8. 

We  recommend  the  department  establish 

procedures  to  ensure  investment  earnings 

are  distributed  in  compliance  with  state  law 25 

Agency  Response:  Concur.  See  page  B-8. 

We  recommend  the  department  record  invest- 
ment income  in  the  fund  in  which  the  invest- 
ments are  held .    26 

Agency  Response:  Concur.  See  page  B-8. 

We  recommend  the  department  appoint  an 

advisory  council  for  the  Multistate  Tax 

Compact  as  required  by  state  law 26 

Agency  Response:  Do  Not  Concur.  See  page  B-9. 

We  recommend  the  department  include  recom- 
mendations for  improvements  in  the  system 
of  taxation  in  its  biennial  report,  as 
required  by  state  law  or  repeal  the  law 27 

Agency  Response:  Concur.  See  page  B-9. 


Recommendation  #1 1 


Recommendation  #12 


Recommendation  #13 


Recommendation  #14 


Recommendation  #15 


Recommendation  #16 
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Summary  of  Recommendations 

Recommendation  #17  We  recommend  the  department  comply  with 

property  assessment,  suspense  account  and 
settlement  laws,  or  seek  legislation  to 
amend  the  laws  as  appropriate 30 

Agency  Response:  Concur.  See  page  B-9. 

Recommendation  #18  We  recommend  the  department  charge  only 

reasonable  and  allowable  costs  to  federal 
programs  in  accordance  with  federal  require- 
ments     32 

Agency  Response:  Concur.  See  page  B-10. 

Recommendation  #19  We  recommend  the  department  record  federal 

program  costs  on  the  state's  accounting 
records  to  facilitate  accurate  reporting 
of  federal  program  expenditures 33 

Agency  Response:  Concur.  See  page  B-10. 

Recommendation  #20  We  recommend  the  department  provide  the 

necessary  information  to  allow  counties 
to  distribute  corporation  license  tax 34 

Agency  Response:  Concur.  See  page  B-10. 
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Introduction 


IntrodDction 


We  performed  a  financial-compliance  audit  of  the  Department 
of  Revenue  for  the  two  fiscal  years  ended  June  30,  1992.  The 
objectives  of  our  audit  were  to: 


1.  Determine  if  the  department  complied  with  applicable  state 
and  federal  laws  and  regulations. 

2.  Obtain  an  understanding  of  and,  if  appropriate,  make 
recommendations  for  improvement  in  the  management  and 
internal  controls  of  the  department. 

3.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

4.  Determine  if  the  department's  financial  schedules  present 
fairly  the  results  of  its  operations  for  the  two  fiscal  years 
ended  June  30,  1992. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  recommenda- 
tions contained  in  this  report. 


Department  Organiza- 
tion  and  Functions 


The  Department  of  Revenue  was  created  by  the  Executive 
Reorganization  Act  of  1971.  The  department's  primary  function 
is  the  administration  of  state  tax  laws.  The  department  had 
approximately  759  full-time  equivalent  employees  in  fiscal  year 
1991-92.  The  department  currently  consists  of  the  Director's 
Office  and  six  divisions.  The  duties  and  functions  of  the  office 
and  divisions  are  described  as  follows: 


Director's  Office  is  responsible  for  advising  the  Governor  on 
matters  affecting  the  department,  recommending  changes  to 
Montana  tax  laws  and  policies,  providing  policy  direction  to  all 
divisions  within  the  department,  and  coordinating  the  depart- 
ment's biennial  budget.  The  Offices  of  Legal  Affairs,  Investi- 
gation, Research  and  Information,  and  Personnel  and  Training 
are  part  of  the  Director's  Office. 

Income  and  Miscellaneous  Tax  Division  is  responsible  for  admin- 
istering the  Montana  individual  income  tax  laws,  including 
employer  withholding  and  payroll  taxes.   The  division  is  also 
responsible  for  administering  miscellaneous  taxes  and  licenses 
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not  administered  by  other  divisions  including  tobacco,  accom- 
modations, inheritance,  and  estate  taxes. 

Liquor  Division  is  responsible  for  administering  the  state  alco- 
holic beverage  codes,  including  taxation,  licensure,  and  regula- 
tion. It  also  supervises  the  operation  of  the  liquor  enterprise 
activities  consisting  of  a  liquor  warehouse,  state  liquor  stores, 
and  agency  liquor  stores.   In  fiscal  year  1990-91,  the  division 
began  operating  under  a  bailment  system,  in  which  most  liquor  is 
owned  by  wholesalers  until  it  is  shipped  to  liquor  stores. 

Natural  Resource  and  Corporation  Tax  Division  is  responsible 
for  administering  taxes,  including  corporation  license  tax;  coal, 
oil,  gas,  and  local  government  severance  taxes;  gross  and  net 
proceeds  taxes;  metal  mines  tax;  electrical  energy  license  tax;  and 
resource  indemnity  trust  tax.   The  division  also  is  responsible  for 
administering  the  state  and  federal  royalty  audit  programs 
related  to  mineral  production  from  state  and  federal  lands 
located  in  Montana. 

Property  Assessment  Division  is  responsible  for  valuing  all  tax- 
able property  in  the  state.   The  division  is  charged  with  securing 
a  fair,  uniform,  and  equitable  valuation  of  all  taxable  property 
within  and  among  counties,  between  different  classes  of  prop- 
erty, and  between  individual  taxpayers. 

Centralized  Services  Division  is  responsible  for  providing  sup- 
port services  for  the  department  including  central  mail  process- 
ing, cashiering,  accounting,  and  payroll.   The  division's  respon- 
sibility for  performing  internal  audits  and  managing  a  supply 
operation  for  liquor  stores  was  transferred  to  the  Liquor  Division 
in  fiscal  year  1990-91. 

Data  Processing  Division  is  responsible  for  providing  automated 
word  and  data  processing  services,  detailed  systems  requirements 
analysis,  systems  development  and  maintenance  services,  data 
entry  services,  computer  operations  support  services,  technical 
support,  and  research  services  for  the  department. 

Motor  Fuels  Tax  Division  which  was  under  the  department  in 
fiscal  year  1990-91,  was  responsible  for  licensing  and  admin- 
istering taxes  on  gasoline,  diesel  fuel,  gasohol,  and  aviation  fuel. 
In  fiscal  year  1991-92,  the  Motor  Fuels  Tax  Division  was  moved 
to  the  Department  of  Transportation.  The  department's  Central- 
ized Services  Division  continued  to  perform  the  cashiering 
function  for  the  Department  of  Transportation's  Motor  Fuels 
Tax  Division  until  April  1992. 
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Prior  Audit  Recommendations 


Prior  Audit  Recommen-  The  financial-compliance  audit  report  of  the  department  for  the 

dations  two  fiscal  years  ended  June  30,  1990  contained  12  recommenda- 

tions. We  determined  the  department  implemented  six;  partially 
implemented  one;  and  did  not  implement  five  prior  recommen- 
dations. The  partially  implemented  recommendations  related  to 
inheritance  tax  accounts  receivable  (page  12).   Three  of  the  five 
recommendations  not  implemented  and  discussed  in  this  report 
concern:   federal  indirect  cost  recovery  (page  30),  recording  tax 
settlements  on  the  accounts  receivable  system  (page  15),  and 
distributing  revenue  in  accordance  with  state  law  (page  24). 

A  fourth  audit  recommendation  that  was  not  implemented  con- 
cerns personal  property  taxes  on  interstate  motor  vehicles.   We 
recommended  the  department  seek  legislation  to  clarify  related 
state  laws.   The  department  working  with  the  Revenue  Oversight 
Committee,  is  seeking  legislation  to  implement  this  recom- 
mendation during  the  1993  Legislative  Session. 

A  fifth  recommendation  not  implemented  concerns  distribution 
of  beer  and  wine  taxes  to  counties,  cities,  and  towns  based  on 
updated  census  figures.   In  the  prior  audit,  we  noted  the  depart- 
ment did  not  update  its  information  to  reflect  official  census 
adjustments.   We  recommended  the  department  seek  legislation 
to  clarify  state  law  and  distribute  taxes  based  on  all  official 
adjustments  to  the  decennial  census  figures.   The  department  is 
seeking  such  legislation. 
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Findings  and  Recommendations 


Coal  Severance  Tax 


The  department  is  responsible  for  monitoring  the  Coal  Severance 
Tax  Trust  Fund  (Trust  Fund)  and  the  distribution  of  coal  sever- 
ance taxes.  The  department's  responsibilities  include  maintain- 
ing collateral  reserves;  determining  the  amount  of  transfers  that 
must  be  made  to  comply  with  state  law;  and  transferring  coal 
severance  taxes,  investment  income,  and  collateral  reserves 
between  funds.   We  found  the  department  did  not  make  transfers 
as  required  by  law,  meet  collateral  reserve  requirements,  accrue 
coal  taxes  in  accordance  with  state  accounting  policy,  and  dis- 
tribute coal  tax  settlements  properly.  These  issues  are  described 
in  the  following  sections. 


Coal  Severance  Tax  Trust 
Fund 


As  of  December  1992,  section  17-5-703,  MCA,  establishes 
several  different  funds  within  the  Trust  Fund.   These  funds  are 
as  follows: 


1.  Coal  Severance  Tax  Bond  Fund  (Bond  Fund) 

2.  Clean  Coal  Technology  Demonstration  Fund  (Demonstra- 
tion Fund) 

3.  Coal  Severance  Tax  Permanent  Fund  (Permanent  Fund) 

4.  Coal  Severance  Tax  Income  Fund  (Not  Currently  Used) 

5.  Treasure  State  Endowment  Fund  (TSE) 

6.  Coal  Severance  Tax  School  Bond  Contingency  Loan  Fund 
(School  Bond  Fund) 

In  fiscal  year  1990-91,  section  17-5-703(2),  MCA,  stated  "the 
state  treasurer  shall  from  time  to  time  transfer  to  the  coal  sever- 
ance tax  permanent  fund  all  money  in  the  coal  severance  tax 
bond  fund  except  the  amount  necessary  to  meet  all  principal  and 
interest  payments  on  bonds  payable  from  the  coal  severance  tax 
bond  fund  on  the  next  two  semiannual  payment  dates."    The 
department  performs  this  function  for  the  state  treasurer.   At 
June  30,  1991,  the  department  maintained  $4,685,488  more  than 
the  next  two  semiannual  payments  in  the  Bond  Fund.   Depart- 
ment personnel  indicated  they  had  difficulty  finding  the  time  to 
get  the  transfers  made  prior  to  the  end  of  the  fiscal  year,  but 
they  did  make  the  transfer  in  the  next  fiscal  year. 
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This  law  was  amended  by  Chapter  722,  Laws  of  1991,  and  by 
Chapters  3  and  12,  Special  Session  Laws  of  January  1992.  The 
figure  below  shows  how  the  law  has  changed. 


so  Percent 

of  Coal    - 
Severance 
Taxes 


Figure  1 
Coal  Severance  Tax  InccMiie  Flow  as  of  June  30.  1992 


Coal  Tax  Bond  Fund 
(must  maintain  collateral  reserves  for  coal  tax  bonds) 


School  Bond  Contingency  Loan  Fund 

(must  maintain  collateral  reserves  for 

scliool  bonds  ■  after  1/92) 


Clean  Coal  Tecfinology  Demonstration 
Fund  (receives  up  to  $5,000,000 
annually -starting  July  1,1991) 


On«  Uma  tran«l«r 
ol  S2S  million 
July  1.  1991 


Coal  Severance  Tax  Permanent  Fund 


After  July  1 , 
ISS3 


Treasure  State  Endowment  Fund 


Source:  Coipiled  by  the  Office  of  the  Legislative  Auditor  froa  state  law. 


Page  5 


Findings  and  Recommendations 


As  shown  in  Figure  1,  the  department  was  to  transfer  $5  million 
annually  to  the  Demonstration  Fund,  beginning  on  July  1,  1991. 
Also,  between  January  1992  and  July  1993  the  department  is  to 
retain  in  the  Bond  Fund  any  remaining  coal  severance  taxes  not 
distributed  to  other  funds.  The  department  incorrectly 
transferred  $10,246,436  to  the  Permanent  Fund.   Five  million  of 
this  should  have  been  transferred  to  the  Demonstration  Fund. 
The  remaining  $5,246,436  was  transferred  to  the  Permanent 
Fund  after  January  1992,  and  should  have  been  retained  in  the 
Bond  Fund.  Chapter  722,  Laws  of  1991  further  provided  for  a 
transfer  of  $25  million  from  the  Permanent  Fund  to  the 
Demonstration  Fund  on  July  1,  1991.   Department  personnel  did 
not  make  this  transfer. 

Department  personnel  indicated  they  were  not  aware  of  the 
change  in  state  law,  regarding  transfers  to  the  Demonstration 
Fund,  nor  had  anyone  asked  for  the  money.  They  further  indi- 
cated their  procedures  for  monitoring  bills  during  legislative 
sessions  did  not  detect  this  bill;  therefore,  appropriate  personnel 
were  not  informed  of  the  changes  in  law.   Personnel  also  indi- 
cated they  were  not  aware  of  the  complicated  interaction  of  the 
bills  and  of  the  removal  of  authority  to  transfer  money  from  the 
Bond  Fund  to  the  Permanent  Fund. 

Since  the  department  is  responsible  for  complying  with  state  law, 
the  department  should  have  control  procedures  in  place  to  ensure 
compliance.   The  department  needs  to  ensure  changes  made  dur- 
ing legislative  sessions  are  detected  and  procedures  are  adapted 
to  ensure  continual  compliance  with  state  law. 
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Recommendation  #1 

We  recommend  the  department: 

A.  Transfer  $25  million  to  the  Clean  Coal  Technology 
Demonstration  Fund  from  the  Coal  Severance  Tax 
Permanent  Fund. 

B.  Transfer  $10,246,436  back  to  the  Coal  Tax  Bond 
Fund. 

C.  Transfer  $5  million  to  Clean  Coal  Technology 
Demonstration  Fund  from  the  Coal  Tax  Bond  Fund. 

D.  Establish  monitoring  procedures  for  changes  in  state 
law  to  ensure  compliance  with  coal  severance  tax 
distribution  laws. 


Collateral  Reserve  State  law  requires  the  State  Treasurer  to  retain  the  amount  of  the 

Requirements  next  two  semiannual  payments  for  coal  tax  bonds  in  the  Bond 

Fund  (as  noted  in  Figure  1  on  page  5.)  The  department  performs 
this  function  for  the  State  Treasurer.   During  fiscal  year  1991- 
92,  we  noted  several  instances  where  the  department  transferred 
too  much  money  from  the  Bond  Fund,  leaving  inadequate 
collateral  reserves.  The  following  table  shows  required  reserves 
compared  to  the  amount  held  by  the  department  in  the  Bond 
Fund  for  the  months  where  inadequate  reserves  were  noted. 
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Table    1 

Months  of   Insufficient  CoUateral  Reserves 
for  Coal  Tax  Bonds  in  Fiscal  Year  1991-92 


Month  End 
Septetnber  1991 
November  1991 
December  1991 
March  1992 


Required 
Reserves 
$4,845,336 
$4,845,336 
$5,324,990 
$5,324,990 


Amount 
On  Hand 
$4,011,667 
$3,331,798 
$3,331,798 
$5,263,352 


Insufficient 
Reserve 
Amount 
$  833,669 
$1,513,538 
$1,993,192 
$       61,638 


Source:         Coapiled  by  the  Office  of  the  Legislative  Auditor 
froa  Departaent  of  Revenue  records. 


Maintaining  inadequate  reserves  does  not  comply  with  bond 
indenture  requirements.   Department  personnel  indicated  that 
other  funds  were  available  for  collateral,  but  were  not 
transferred  to  the  appropriate  fund  until  February  1992. 
Department  personnel  further  indicated  they  receive  a 
breakdown  of  bond  payments  from  the  Department  of  Natural 
Resources  and  Conservation  once  a  year.   They  consider  this 
information  when  determining  the  amount  of  reserves  to  keep  on 
hand  for  the  year.  The  bond  payments  may  change  with  new 
bond  issues  and  payments.  Since  the  Department  of  Revenue  is 
required  to  calculate  the  reserve  based  on  the  next  two 
semiannual  payments,  it  is  important  that  it  establish  adequate 
procedures  to  evaluate  the  adequacy  of  the  reserve  on  an  ongoing 
basis. 


Recommendation  #2 

We  recommend  the  department  establish  procedures  to 
comply  with  collateral  requirements  for  coal  tax  bonds. 
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Coal  Severance  Tax 
Accrual  and  Settlement 
Distributions 


Section  15-35-108,  MCA,  states  "Severance  taxes  collected  under 
this  chapter  must  be  allocated  according  to  the  provisions  in 
effect  on  the  date  the  tax  is  due.  .  ."  Thirty-seven  Opinion  of 
the  Attorney  General,  Number  73,  determined  the  legislative 
intent  of  this  law  was  to  apply  the  distribution  rates  in  effect  for 
the  year  in  which  the  coal  was  mined  rather  than  the  year  in 
which  the  tax  was  collected.  Thirty-eight  Opinion  of  the  Attor- 
ney General,  Number  72,  reaffirmed  this  opinion.   This  means  if 
the  coal  is  mined  in  fiscal  year  1991-92,  but  the  tax  is  not  paid 
to  the  department  until  fiscal  year  1992-93,  the  revenue  should 
be  distributed  based  on  the  distribution  law  in  effect  during 
fiscal  year  1991-92. 


State  accounting  policy  requires  revenue  be  accrued  when 
measurable  and  available.  State  policy  defines  available  as 
collectable  within  the  current  period  or  soon  enough  thereafter 
(60  days)  to  be  used  to  pay  current  liabilities.   Based  on  this 
definition,  the  department  should  have  recognized  as  revenue 
coal  taxes  due  for  the  period  ending  June  30,  but  not  collected 
until  the  first  two  months  of  the  next  fiscal  year.  Since  the 
Attorney  General  opinions  determined  the  tax  revenue  should  be 
distributed  based  on  laws  in  effect  at  the  time  coal  was  mined, 
the  department  should  distribute  this  revenue  based  on  the  law 
in  effect  at  the  end  of  the  fiscal  year. 


Accruals 


At  June  30,  1990  and  1991,  the  department  did  not  accrue  coal 
tax  revenue  in  accordance  with  state  accounting  policy.  The 
department  should  have  accrued  revenue  of  $14,402,041  and 
$11,961,847  at  June  30,  1990  and  1991,  respectively.   During 
fiscal  year  1991-92,  the  Department  of  Administration  issued  a 
new  state  accounting  policy  which  clarified  the  definition  of 
"available."  Consequently,  the  Department  of  Revenue  accrued 
coal  tax  revenue  as  required  by  state  accounting  policy  at 
June  30,  1992. 


While  testing  coal  severance  taxes,  we  noted  the  department 
distributes  coal  severance  taxes  based  on  the  law  in  effect  at  the 
time  of  tax  collection  rather  than  at  the  time  the  coal  was  mined. 
At  June  30,  1992,  when  the  department  recognized  the  amount 
of  tax  revenue  it  expected  to  collect  during  July  and  August  for 
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coal  produced  prior  to  July  1,  1992,  department  personnel  dis- 
tributed this  revenue  according  to  the  law  in  effect  for  fiscal 
year  1992-93.  Since  the  revenue  was  from  coal  mined  in  fiscal 
year  1991-92,  the  department  should  have  distributed  the  reve- 
nue according  to  the  laws  in  effect  for  fiscal  year  1991-92.   As  a 
result,  the  department  distributed  $1,281,600  to  the  General 
Fund  rather  than  to  the  Highway  Reconstruction  Account  in  the 
Special  Revenue  Fund. 

Department  personnel  initially  indicated  the  coal  tax  distribution 
laws  changed  after  the  original  Attorney  General  opinions  were 
issued;  therefore,  department  personnel  believed  they  were  sup- 
pose to  distribute  coal  severance  taxes  based  on  the  law  in  effect 
at  the  time  of  collection.   Based  on  our  review  of  the  law  we 
were  unable  to  identify  changes  in  the  law  that  would  have 
changed  the  Attorney  General  opinions.   We  discussed  this  with 
the  department  and  based  on  additional  information  they  agreed 
the  law  had  not  changed. 


Recommendation  #3 

We  recommend  the  department  distribute  coal  severance 
taxes  in  accordance  with  the  state  law  in  effect  when  coal 
is  mined. 


Accounting  Measure- 
ment Issues 


The  department's  financial  information  is  used  by  department 
personnel  and  legislators  to  manage  and  establish  funding  levels 
for  the  department.   It  is  also  used  as  a  basis  for  estimating  the 
state's  revenue  and,  therefore,  for  establishing  budgets  for  other 
state  agencies. 


Section  17-1-102(5),  MCA,  states  "All  state  agencies  .  .  .  shall 
input  all  necessary  transactions  to  the  accounting  system  .  .  . 
before  the  accounts  are  closed  at  the  end  of  the  fiscal  year  in 
order  to  present  the  receipt,  use,  and  disposition  of  all  money 
and  property  for  which  the  agency  is  accountable  in  accordance 
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with  generally  accepted  accounting  principles  .  .  ."   In  addition, 
the  Department  of  Administration's  Accounting  and  Manage- 
ment Support  Division  establishes  state  accounting  policy  as 
outlined  in  the  Montana  Operations  Manual  (MOM). 

Accounting  for  financial  activity  in  accordance  with  these 
requirements  improves  the  quality,  consistency,  and  compar- 
ability of  the  resulting  financial  information  within  and  between 
state  agencies.   It  also  ensures  that  revenues  and  expenditures  are 
properly  and  consistently  measured  within  each  fiscal  year,  and 
that  assets  and  liabilities  are  accurately  measured  at  the  end  of 
each  fiscal  year.  The  following  sections  discuss  instances  where 
the  department  did  not  comply  with  state  accounting  policy  and 
law,  which  resulted  in  inaccurate  measurements  of  revenue  and 
related  assets  and  liabilities. 


Revenue  Accrual  and 
Receivable  Estimates 


During  fiscal  year  1991-92,  the  Department  of  Administration's 
Accounting  Bureau  issued  Management  Memo  2-92-7  to  clarify 
when  revenue  should  be  recorded.   Due  to  this  new  policy,  the 
department  estimated  the  amount  of  revenue  due  for  the  fiscal 
year  ended  June  30,  1992  that  would  be  collected  in  July  and 
August  1992  and  recorded  this  revenue  at  the  end  of  fiscal  year 
1991-92.   As  a  result  of  Management  Memo  2-92-7,  the  depart- 
ment recorded  $44  million  more  revenue  for  fiscal  year  1991-92 
then  recorded  in  previous  years.  This  was  a  one-time  adjust- 
ment.  Management  Memo  2-92-7  states  experience  often  pro- 
vides a  basis  for  determining  a  reasonable  accrual  estimate.  We 
reviewed  the  basis  for  the  revenue  accrual  estimates  to  determine 
whether  the  estimates  were  reasonable. 


Coal  Severance  Tax 


Personnel  from  the  Governor's  Office  of  Budget  and  Program 
Planning  estimated  the  coal  severance  tax  accrual  by  first  esti- 
mating the  change  in  coal  tax  collections.  They  calculated  the 
percentage  change  in  coal  severance  taxes  by  comparing  collec- 
tions for  April  through  June  1992   to  collections  for  April 
through  June  1991.  They  applied  this  percentage  change  to 
collections  in  July  and  August  1991  to  estimate  how  much  the 
department  would  collect  during  July  and  August  1992.   Based 
on  this  calculation,  the  department  recorded  an  accrual  of 
$10,680,000  for  coal  severance  taxes.  The  department  actually 
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collected  $7,791,951.   We  noted  the  percentage  increase  from 
fiscal  year  1990-91  to  1991-92  was  overstated  because  the 
department  did  not  exclude  a  one-time  tax  settlement  of 
$1,500,000  that  was  paid  in  May  1992.   The  coal  tax  accrual 
estimate  would  have  been  closer  to  actual  collections  if  all 
relevant  factors  had  been  considered.   Department  personnel 
stated  they  obtained  their  numbers  from  the  Office  of  Budget 
and  Program  Planning  (OBPP),  and  OBPP  probably  did  not  know 
about  the  settlement.   Department  personnel  are  currently  setting 
up  a  more  systematic  approach  for  estimating  future  collections. 
The  department's  approach  should  consider  unusual  collections, 
as  well  as  historical  and  current  trends,  to  improve  the  accuracy 
of  future  revenue  accrual  estimates. 

Inheritance  Tax  The  department's  Centralized  Service  Division  (CSD)  receives  a 

monthly  list  of  inheritance  tax  receivables  from  the  department's 
Inheritance  Tax  Section  (ITS).  CSD  personnel  use  this  informa- 
tion to  update  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).   We  noted  several  instances  where  CSD  personnel  did 
not  utilize  the  best  information  available  to  estimate  receivables. 
Generally  accepted  accounting  principles  indicate  an  estimate 
should  be  reasonable. 

On  July  2,  1991,  ITS  gave  CSD  a  list  of  inheritance  tax 
receivables  for  the  period  ending  June  30,  1991.   On 
July  11,  1991,  ITS  provided  a  revised  listing  to  CSD.  CSD 
personnel  did  not  update  SBAS  for  this  revised  informa- 
tion.  Consequently,  revenue  was  understated  in  fiscal  year 
1990-91  and  overstated  in  fiscal  year  1991-92  by  $405,853. 

--      In  June  1992  CSD  personnel  did  not  record  $606,500  of 
inheritance  tax  money  collected  by  the  counties  for  the 
department.  The  county  reports  this  information  to  the 
department  on  the  25th  of  the  month  following  the  month 
of  collection.  Department  personnel  should  estimate  the 
collections  at  the  county  level,  reduce  accounts  receivable 
by  that  amount  and  record  revenue. 

The  department  allows  a  5  percent  discount  on  inheritance 
taxes  paid  within  18  months  of  the  decedent's  date  of 
death.  CSD  personnel  did  not  consider  the  5  percent  dis- 
count when  they  estimated  the  amount  of  inheritance  tax 
due  to  the  department. 
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Department  personnel  indicated  the  above  items  were  over- 
looked.  CSD  personnel  could  improve  the  accuracy  of  its  inheri- 
tance tax  estimates  by  obtaining  a  better  understanding  of  the 
information  they  receive  from  ITS  personnel.   They  could  also 
request  information  which  is  more  current  or  better  suited  for 
their  purposes. 


Interest  Receivable  The  department's  accounts  receivable  system  (DAR)  contains 

two  interest  calculations  for  each  taxpayer's  account  on  the 
system.   One  of  the  calculations  accrues  interest  through  the 
current  date,  unless  a  code  has  been  placed  on  the  account  to 
stop  interest  from  accruing.  The  other  calculation  reflects  the 
total  amount  of  interest  billed  the  taxpayer  as  of  the  last  billing, 
but  does  not  reflect  interest  accrued  since  the  last  billing.  The 
latter  calculation  is  the  amount  summed  and  reported  to  CSD 
personnel  each  month.  This  is  the  amount  CSD  records  on  SBAS. 
As  a  result,  accounts  receivable  on  SBAS  are  understated  by  the 
amount  of  interest  accrued  but  not  billed.   CSD  personnel  were 
not  aware  that  DAR  has  two  interest  calculations,  or  that  the 
interest  amount  they  received  from  the  DAR  system  was  not 
current  for  all  accounts. 

It  was  not  practical  for  us  to  determine  the  amount  of  this 
understatement  at  June  30,  1992.   However,  for  seven  telephone 
tax  receivables,  the  understatement  totalled  $64,721.  Because 
most  of  these  receivables  are  not  collectible  within  60  days  and 
would  be  offset  by  a  deferred  revenue  account  at  fiscal  year- 
end,  there  is  no  significant  effect  on  fund  balance. 

The  interest  calculation  CSD  needs  is  available  but  not  currently 
printed  in  a  report.   We  observed  that  DAR  reports  are  designed 
primarily  for  the  department's  collection  function.   CSD  person- 
nel should  work  with  DAR  personnel  and  department  pro- 
grammers to  obtain  the  information  they  need  for  accurate 
accounting. 
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Recommendation  #4 

We  recommend  the  department  use  the  best  available  data 
to  improve  the  accuracy  of  its  revenue  accrual  and  accounts 
receivable  estimates. 


Allowance  for  Doubtful  The  department  records  an  allowance  for  doubtful  accounts 

Accounts  which  estimates  the  amount  of  accounts  receivables  currently 

recorded  on  the  accounting  records  which  may  be  uncollectible. 
The  department's  internal  controls  did  not  detect  or  correct  a 
$6,296,723  overstatement  for  fiscal  year  1991-92.   CSD 
personnel  indicated  $6,131,728  of  this  overstatement  occurred  in 
fiscal  year  1991-92  because  of  a  keypunch  error  and  input  of  a 
document  that  duplicated  amounts  already  input  on  SBAS.  The 
other  $164,995  of  the  overstatement  resulted  from  errors  carried 
forward  from  previous  years. 

CSD  personnel  detected  the  portion  of  the  overstatement  result- 
ing from  fiscal  year  1991-92  errors  by  reviewing  the  related 
transaction  documents,  which  were  primarily  from  the  last  two 
months  of  fiscal  year  1991-92.  They  corrected  this  portion  of 
the  overstatement  on  July  29,  1992,  after  SBAS  closed  for  fiscal 
year  1991-92.  Since  the  department  reviewed  recent  transactions 
rather  than  account  balances,  CSD  personnel  did  not  detect  the 
overstatement  carried  forward  from  previous  years. 

CSD  personnel  could  detect  and  correct  errors  in  a  more  timely 
and  effective  manner.  They  could  do  this  by  listing  the  allow- 
ance for  doubtful  account  estimates  for  each  tax  receivable  type, 
allocating  and  summing  the  estimates  by  fund,  and  comparing 
the  fund  totals  to  the  account  balance  recorded  on  SBAS  by  fund 
at  June  30.  CSD  personnel  could  perform  this  procedure  with 
little  additional  use  of  time  during  the  fiscal  year-end  period  and 
make  adjustments  as  needed  before  the  accounting  records  are 
closed  for  the  fiscal  year. 
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Recommendation  #5 

We  recommend  the  department  establish  more  timely  and 
effective  procedures  for  detecting  and  correcting  errors  in 
the  allowance  for  doubtful  accounts  balance  recorded  on 
the  Statewide  Budgeting  and  Accounting  System  at  fiscal 
year-end. 


Establishing  Tax  Settle- 
ment Receivables 


In  our  previous  audit  report,  we  noted  an  instance  where  the 
department  settled  a  dispute  with  a  corporate  taxpayer,  but  did 
not  record  the  receivable  on  the  accounts  receivable  system  at 
the  time  of  settlement.   The  taxpayer  did  not  pay  the  settlement 
until  the  next  fiscal  year,  which  resulted  in  an  understatement  of 
receivables  at  June  30,  1989.   We  reported  a  similar  issue  in  our 
audit  report  of  the  department  for  the  two  fiscal  years  ended 
June  30,  1986.   Although  the  department  concurred  with  our 
recommendation,  we  noted  the  issue  was  not  resolved  during  the 
current  audit  period. 


During  fiscal  year  1990-91,  the  department  settled  the  four 
corporation  tax  cases  listed  below  but  did  not  record  any  of  these 
settlements  as  receivables  or  recognize  revenue  until  the  settle- 
ments were  paid. 


Table  2 

Fiscal 

Year 

1990-91  Corooration  Tax  Settlenents 

Agreement 

Date  Settled 

Date  Paid 

Amount 

Hay  2, 

1991 

July  10,  1991 

$  234,039 

May  24, 

1991 

July  29,  1991 

2,588,154 

June  12 

1991 

July  16,  1991 

265,546 

June  21 

1991 

July  9,  1991 

447,892 

Total 
Source: 

C(>f> 

iled 

by  the  Office  of 

the  Leg is 

$3,535,631 

lative  Auditor 

frca 

Depertaent  of  Revenue 

records. 
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Because  the  taxpayer  in  each  of  the  four  cases  paid  the  settle- 
ment after  June  30,  1991,  the  receivable  balance  at  June  30,  1991 
and  revenues  for  fiscal  year  1990-91  were  understated  by  a  total 
of  $3,535,631.   As  a  result,  the  June  30,  1991  fund  balance  in  the 
General,  Special  Revenue,  and  Debt  Service  Funds  were  under- 
stated by  $2,156,735,  $1,007,655,  and  $371,241,  respectively. 

Department  personnel  stated  they  do  not  record  receivables  for 
the  tax  settlements  because  payments  are  usually  made  almost 
immediately.   However,  state  accounting  policy  requires  receiv- 
ables to  be  recorded  when  the  amount  is  known  and  collection  is 
reasonably  certain.   A  good  internal  control  procedure  would  be 
to  record  the  receivable  as  soon  as  a  settlement  is  made  to  ensure 
the  department  can  readily  identify  who  owes  the  state  money 
and  when  that  payment  is  expected.   By  not  recording  the 
receivable  at  the  time  of  settlement,  the  department  cannot  easily 
identify  how  much  money  is  due  the  state.   As  shown  in  Table  2, 
when  the  settlement  occurs  in  one  fiscal  year  and  the  payment 
does  not  occur  until  the  next  fiscal  year,  revenues  and  fund 
balances  are  understated  in  the  year  of  the  settlement. 


Recommendation  #6 

We  recommend  the  department  record  accounts  receivable 
and  revenue  when  tax  liability  settlements  occur. 


Other  Tax  Accrual  Issues  Accounting  procedures  used  by  the  department  which  resulted  in 

the  coal  severance  tax  accrual  and  settlement  distribution  issues 
discussed  beginning  on  page  9  could  potentially  impact  other  tax 
types,  such  as  income  and  withholding  taxes.  Section  15-1-501, 
MCA,  provides  for  the  disposition  of  various  license  and  other 
taxes  collected.  The  department  based  the  distribution  on  the 
laws  in  effect  at  the  time  of  collection,  which  is  different  than 
the  distribution  law  regarding  coal  severance  taxes  that  requires 
distribution  based  on  the  law  in  effect  at  the  time  taxes  are  due. 
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Generally  accepted  accounting  principles  and  state  accounting 
policy  require  revenue  to  be  accrued  when  measurable  and  avail- 
able to  pay  current  liabilities.  State  policy  defines  available  as 
taxes  for  the  period  ending  June  30,  which  will  be  collected 
within  60  days.   Most  taxes  fall  within  this  definition.   At 
June  30,  1992,  department  personnel  accrued  the  amount  of 
taxes  they  expected  to  collect  during  July  and  August  1992. 
Department  personnel  stated  they  distributed  the  revenue  based 
on  the  law  in  effect  during  fiscal  year  1992-93,  because  they 
believed  under  current  law,  they  are  required  to  distribute  the 
taxes  according  to  rates  in  effect  when  the  taxes  are  collected.   If 
the  revenue  is  accrued  it  should  be  distributed  based  on  the  law 
in  effect  when  it  is  accrued.   If  revenue  is  not  available,  it 
should  not  be  accrued. 

Since  the  distribution  rates  did  not  change  between  fiscal  years 
1991-92  and  1992-93  for  taxes  other  than  coal  severance  taxes, 
there  was  no  effect  on  the  department's  accounting  records  or 
financial  schedules.   If  distribution  laws  change  in  the  future,  it 
could  become  a  significant  issue  because  there  is  a  potential  legal 
conflict  between  the  state's  accounting  and  tax  distribution  laws. 
The  department  plans  to  seek  legislation  to  correct  this  issue. 
Because  such  legislation  could  require  significant  changes  in  the 
department's  current  accounting  procedures,  the  department 
should  work  with  the  Department  of  Administration  in  develop- 
ing the  legislation  to  address  this  issue. 


Recommendation  #7 

We  recommend  the  department  work  with  Department  of 
Administration  to  seek  legislation  to  resolve  the  apparent 
conflict  between  state  accounting  and  revenue  distributions 
laws. 
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Internal  Control 


The  department's  responsibilities  include  establishing  and  main- 
taining adequate  systems  of  internal  control.  The  objectives  of  a 
system  of  internal  control  are  to  provide  management  with 
reasonable,  but  not  absolute,  assurance  that  resource  use  is 
consistent  with  laws,  regulations,  and  public  policies;  resources 
are  safeguarded;  and  reliable  data  is  obtained,  maintained,  and 
disclosed  in  management  reports.   Because  of  inherent  limita- 
tions in  any  system  of  internal  control,  errors  or  irregularities 
may  occur  and  not  be  detected.   However,  a  good  system  of  inter- 
nal control  reduces  the  risk  of  such  errors  or  irregularities. 
During  our  audit  we  noted  areas  where  the  department  could 
improve  internal  control  and  the  efficiency  and  effectiveness  of 
controls  over  cash  receipt  reconciliations,  access  to  the  income 
tax  computer  system,  and  recording  expenditure  to  proper 
appropriations.  These  issues  are  discussed  in  the  following 
sections. 


Cash  Receipt 
Reconciliations 


The  department's  cashiering  section  processes  cash  receipts  for 
all  divisions  and  records  the  collections  on  the  Revenue  Control 
System  (RCS).   The  cashiering  section  sends  a  weekly  report  of 
collections  to  each  division.   Department  policy  requires  each 
division  to  reconcile  collections  recorded  on  RCS  to  the 
division's  computer  system,  correct  any  errors,  and  sign  and 
return  the  weekly  report  indicating  these  procedures  were 
followed.  The  department's  RCS  manual  states  RCS  records 
must  always  reconcile  with  SBAS  records  and  division  subsys- 
tems. 


Natural  Resource  and  Corporation  Tax  Division  personnel  are 
not  performing  the  weekly  reconciliations  as  required,  but  are 
comparing  RCS  reports  to  other  RCS  reports  which  will  not 
detect  errors  in  their  computer  systems.   Instead,  they  are  per- 
forming alternate  procedures  to  ensure  their  computer  system 
agrees  to  SBAS  on  a  monthly  basis.   Neither  procedure  provides 
assurance  that  the  division  subsystem  reconciles  with  RCS  as 
department  policy  intends.   Department  policy  is  designed  to 
detect  errors  between  RCS  and  the  division  subsystems  and 
ensure  the  errors  are  corrected  on  a  weekly  basis. 
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Since  Natural  Resource  and  Corporation  Tax  Division  personnel 
perform  additional  reconciliations  of  the  division's  subsystems  to 
SBAS  and  Centralized  Services  Division  personnel  reconcile 
SBAS  to  RCS,  we  have  assurance  the  subsystems  agree  with  RCS. 
However,  the  procedures  followed  do  not  comply  with  depart- 
ment policy  and  may  not  be  the  most  timely,  efficient,  and 
effective  methods  for  reconciling  the  systems.   Also,  by  signing 
the  RCS  report,  division  personnel  are  indicating  the  weekly  data 
on  RCS  is  accurate,  although  they  have  not  performed  adequate 
procedures  to  verify  the  data's  accuracy. 


Recommendation  #8 

We  recommend  the  department  ensure  the  procedures 
division  personnel  use  to  reconcile  cash  receipts  between 
various  department  systems  complies  with  department 
policy. 


Access  to  Income  Tax  The  department  uses  a  computer  system  to  track  all  income  tax 

Records  returns.  The  computer  randomly  assigns  tax  returns  to 

employees  for  audits.  The  computer  system  does  not  restrict  an 
employee's  access  to  only  the  tax  returns  assigned  to  the 
employee.   The  income  tax  computer  system  does  log  the  identi- 
fication number  of  the  last  person  that  accessed  a  tax  return. 
However,  this  access  is  not  routinely  reviewed,  and  the  log  will 
change  the  next  time  someone  accesses  that  return.   Under  the 
current  system,  employees  have  access  to  confidential  tax  returns 
for  which  they  have  no  audit  responsibilities  or  other  need  to 
access 

State  policy  (Montana  Operations  Manual  section  1-0250.00) 
states  "Each  department  head  is  responsible  for  assuring  an 
adequate  level  of  security  for  all  data  and  information  tech- 
nology resources  within  the  department.  .  ."  Because  employee 
access  to  taxpayers  data  files  is  not  restricted  and  the  log  reflect- 
ing who  accessed  each  file  changes  each  time  it  is  accessed  the 
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system  does  not  include  adequate  controls  to  prevent  unauthor- 
ized changes  or  use  of  confidential  taxpayer  information. 

Personnel  indicated  that,  when  the  system  was  purchased  a  few 
years  ago,  it  did  not  have  edits  to  prevent  unlimited  access. 
Department  personnel  stated  they  have  relied  on  the  integrity  of 
department  employees  to  compensate  for  this  control  weakness. 
After  we  brought  this  issue  to  their  attention,  department 
personnel  indicated  they  plan  to  install  a  program  which  would 
limit  employee  access  to  the  returns  assigned  to  that  employee 
and  assign  employee  returns  to  supervisors.   However,  the 
department  has  not  established  a  priority  for  this  project. 


Recommendation  #9 

We  recommend  the  department  establish  security 
procedures  within  the  income  tax  computer  system  to 
prevent  or  detect  improper  access  to  tax  information. 


Recording  Expenditures  to 
Proper  Appropriations 


The  department's  original  property  assessment  budget  for  fiscal 
year  1990-91  was  established  through  House  Bill  100,  Laws  of 
1989.   This  act  specifically  states  "The  operating  budget  from 
this  act  must  be  separate  from  the  operating  budget  for  money 
appropriated  by  any  other  act.  .  ."  In  order  to  comply  with  this 
requirement,  the  department  needs  to  establish  controls  to  ensure 
it  can  account  for  these  funds  separately.  During  fiscal  year 
1990-91,  the  department  requested  additional  spending  authority 
for  the  Property  Assessment  Division's  Computer  Assisted  Mass 
Appraisal  System  (CAMAS).   House  Bill  3,  Laws  of  1991, 
provided  for  a  supplemental  appropriation  of  $270,320  from  the 
General  Fund.  The  department  did  not  keep  this  supplemental 
separate  from  the  original  property  assessment  budget. 


Department  personnel  indicated  the  Office  of  Budget  and  Pro- 
gram Planning  gave  the  supplemental  appropriation  the  same 
appropriation  number  as  the  original  property  assessment  appro- 
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priation  from  House  Bill  100.   Thus,  the  two  appropriations  were 
combined  on  SBAS.   The  department  did  not  separately  account 
for  expenditures  charged  to  the  supplemental  appropriation.   As 
a  result,  individual  expenditure  transactions  on  SBAS  which  are 
charged  to  this  appropriation  number  cannot  readily  be  iden- 
tified as  belonging  to  the  original  or  to  the  supplemental  appro- 
priation.  Property  Assessment  Division  personnel  were  able  to 
provide  support  that  they  spent  $267,756  on  the  CAMAS  system, 
but  were  unable  to  prove  that  all  of  this  amount  was  spent  from 
the  supplemental  appropriation.   This  issue  is  similar  to  issues 
identified  in  our  fiscal  year  1985-86  and  1987-88  audits  where 
the  department  was  unable  to  support  charges  to  appropriations. 
The  department  should  implement  controls  to  ensure  expendi- 
tures related  to  supplemental  appropriations  are  separately 
identified. 


Recommendation  #10 

We  recommend  the  department  separately  identify  expen- 
ditures related  to  supplemental  appropriations  to  document 
compliance  with  state  law. 


Appropriations 


We  reviewed  the  department's  compliance  with  appropriation 
laws.  The  following  sections  discuss  appropriation  compliance 
issues  we  noted  during  the  audit. 


Operating  Budgets 


Section  17-7-138,  MCA,  requires  each  agency  to  record  its 
operating  budget  and  any  approved  changes  on  SBAS.   We  com- 
pared the  final  operating  budgets  for  fiscal  years  1990-91  and 
1991-92  to  the  budgeted  expenditure  amounts  recorded  on  SBAS. 
We  noted  the  Liquor  Division's  final  operating  budgets  for  fiscal 
years  1990-91  and  1991-92  were  not  recorded  on  SBAS  by  cate- 
gory.  Also,  the  department  received  several  operating  budget 
amendments  during  fiscal  year  1991-92,  but  did  not  record  these 
changes  on  SBAS. 
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Section  17-7-138,  MCA,  further  states  "Expenditures  by  a  state 
agency  must  be  made  in  substantial  compliance  with  an  approved 
operating  budget.  .  .  Substantial  compliance  means  that  no 
category  in  the  approved  operating  budget  may  be  exceeded  by 
more  than  5  percent.  .  ."   We  noted  the  Liquor  Division's  final 
operating  budget  for  fiscal  years  1990-91  and  1991-92  did  not 
include  budget  authority  for  equipment.  The  division  spent 
$96,458  and  $30,786  in  fiscal  years  1990-91  and  1991-92, 
respectively,  for  equipment.   Also,  during  fiscal  year  1991-92 
the  Liquor  Division  spent  5.3  percent  more  in  personal  services 
than  the  operating  budget  allowed.   In  each  of  these  cases,  the 
department  exceeded  its  operating  budget  by  more  than 
5  percent. 

Section  17-7-138,  MCA,  further  states  ".  .  .no  funds  appropri- 
ated for  personal  services  as  indicated  in  legislative  intent  as 
having  been  appropriated  for  personal  services  may  be  expended 
under  any  other  category.  .  ."  We  noted  Motor  Fuels  Division 
spent  $1,043  in  excess  of  the  approved  operating  budget  for 
operating  expenses  in  fiscal  year  1990-91.  Since  the  division  did 
not  have  any  other  category  of  expenditure  authority  except 
personal  services,  the  division  used  personal  services  authority  to 
fund  operating  expenditures. 

Department  personnel  indicated  they  were  not  aware  that  the 
allocation  requirement  applied  to  the  Liquor  Division,  because 
the  division  is  appropriated  from  narrative  language.   Depart- 
ment personnel  further  stated  that  the  operating  budget  amend- 
ments that  occur  during  the  fiscal  year-end  period  are  not 
always  recorded  because  it  is  a  low  priority  in  relation  to  their 
other  year-end  work.   Also,  department  personnel  indicated  they 
overlooked  transferring  budget  authority  from  the  Director's 
Office  to  Motor  Fuels  Division.  Since  department  personnel  do 
not  track  operating  budget  changes  on  SBAS,  it  is  difficult  for 
them  to  ensure  they  substantially  comply  with  the  department's 
operating  budget  on  an  ongoing  basis. 
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Recommendation  #11 

We  recommend  the  department  record  operating  budgets  on 
the  Statewide  Budgeting  and  Accounting  System  and  spend 
In  accordance  with  those  budgets  as  required  by  state  law. 


State  Compliance 


We  tested  the  department's  compliance  with  selected  state  laws. 
The  following  sections  discuss  several  instances  where  the 
department  did  not  comply  with  state  law. 


Liquor  Division's  Cash 
Flow 


The  department  accounts  for  its  liquor  operations  in  the  Enter- 
prise Fund.   Section  16-2-108,  MCA,  requires  the  department  to 
deposit  all  money  received  from  the  sale  of  liquor  into  this 
account.   The  law  also  states  the  department  should  pay  all 
administrative  expenses  from  this  account.   The  law  further 
states  all  net  proceeds  from  the  operation  of  state  liquor  stores 
must  be  transferred  to  the  General  Fund. 


During  fiscal  year  1991-92,  the  department  calculated  net 
income  of  $4,066,047  from  liquor  store  operations.   The  depart- 
ment transferred  $5,363,000  to  the  General  Fund  during  fiscal 
year  1991-92.  The  difference  between  net  income  and  net 
proceeds  is  not  clear.   Although  the  law  does  not  define  net 
proceeds,  the  amount  of  the  transfer  left  the  liquor  enterprise 
operation  with  inadequate  operating  capital.   Early  in  fiscal  year 
1992-93,  the  department  temporarily  transferred  $1,300,000 
from  the  General  Fund  to  the  Liquor  Enterprise  Fund  so  it  had 
enough  cash  to  continue  operations.   Eight  days  later,  the 
department  transferred  the  $1.3  million  back  to  the  General 
Fund. 

Section  17-2-107,  MCA,  sets  forth  guidelines  for  providing 
temporary  loans  to  departments  that  have  a  temporary  cash 
shortage.   The  department  should  have  requested  an  inter-entity 
loan  from  the  Department  of  Administration,  and  recorded  the 


Page  23 


Findings  and  Recommendations 


temporary  loan  liability  rather  than  temporarily  transferring  the 

money. 

Department  personnel  also  did  not  document  the  methodology 
used  to  calculate  the  amount  of  Liquor  Division  proceeds  to 
transfer  to  the  General  Fund.   Department  personnel  should 
document  a  consistent  basis  for  determining  the  division's  net 
proceeds  because  an  over  or  under  transfer  of  net  proceeds 
directly  affects  the  General  Fund  balance. 


Recommendation  #12 

We  recommend  the  department: 

A.  Request  inter-entity  loans  for  temporary  cash 
shortages  as  required  by  state  law. 

B.  Document  the  method  used  for  calculating  the 
amount  of  net  proceeds  to  transfer  to  the  General 
Fund  from  the  Liquor  Enterprise  Fund. 


Investment  Income 


The  Board  of  Investments  (BOI)  invests  the  assets  of  the  Coal 
Tax  Permanent  Trust  Fund,  Coal  Tax  Bond  Fund,  Resource 
Indemnity  Tax  Trust  (RITT),  and  Coal  Tax  -  Fish,  Wildlife  and 
Parks  Trust  (FWPT).  The  Department  of  Revenue  must  transfer 
the  investment  income  to  various  accounts,  as  specified  by  law. 
The  following  sections  discuss  issues  we  found  while  testing 
investment  income  transfers. 


Distribution  of  Investment 
Income 


In  our  previous  audit  report,  we  noted  the  department  did  not 
distribute  all  of  the  Resource  Indemnity  Tax  Trust  (RITT) 
investment  earnings  from  the  Nonexpendable  Trust  Fund  to  the 
Special  Revenue  Fund  as  required  by  state  law.   Based  on  our 
current  audit,  the  department  did  not  transfer  all  of  the  invest- 
ment earnings  for  the  account  during  fiscal  years  1990-91  and 
1991-92.   After  we  discussed  this  issue  with  department 
personnel,  they  went  back  five  years  and  determined  the  depart- 
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ment  did  not  transfer  $90,457  of  the  RITT  earnings  and  $77,514 
of  the  FWPT  earnings  to  the  Special  Revenue  Fund.   Department 
personnel  indicated  that  investment  activity  recorded  by  BOI 
during  fiscal  year-end  and  prior  year  adjustments  were  over- 
looked and  not  distributed.   The  department  should  review 
investment  income  on  a  continuous  basis  to  identify  income  that 
needs  to  be  distributed.   Department  personnel  made  the 
additional  distributions  to  correct  these  errors  in  fiscal  year 
1992-93. 


Recommendation  #13 

We  recommend  the  department  establish  procedures  to 
ensure  investment  earnings  are  distributed  in  compliance 
with  state  law. 


Recording  Investment  The  department  records  the  income  from  investments  held  in 

Income  the  Coal  Tax  Bond  Fund  and  the  Permanent  Trust  Fund  in  the 

Permanent  Trust  Fund.   It  then  transfers  the  income  to  the  Gen- 
eral Fund  and  Special  Revenue  Fund  as  required  by  law. 
Generally  accepted  accounting  principles  require  investment 
income  be  recorded  in  the  fund  in  which  the  investments  are 
held. 

Since  the  Coal  Tax  Bond  Fund  is  accounted  for  in  the  Debt  Ser- 
vice Fund  and  the  Permanent  Trust  Fund  is  accounted  for  in  the 
Nonexpendable  Trust  Fund,  this  causes  a  misstatement  between 
funds.   Revenues  and  transfers  out  are  overstated  in  the  Non- 
expendable Trust  Fund  and  are  understated  in  the  Debt  Service 
Fund  by  $524,559  and  $257,131  in  fiscal  years  1990-91  and 
1991-92,  respectively.   Department  personnel  indicated  they 
have  always  kept  the  investment  income  for  these  two  funds 
together  since  both  are  part  of  the  Coal  Severance  Tax  Trust 
Fund. 
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Recommendation  #14 

We  recommend  the  department  record  investment  income  in 
the  fund  In  which  the  investments  are  held. 


Multlstate  Tax  Compact 
Advisory  Council 


Section  2-15-1311,  MCA,  states  "The  director  of  Revenue  shall 
appoint  an  advisory  council  for  the  purpose  of  complying  with 
Article  VI,  section  1(b)  of  the  Multistate  Tax  Compact."  Article 
VI,  section  1(b)  states  "Each  party  state  shall  provide  by  law  for 
the  selection  of  representatives  from  its  subdivisions  affected  by 
this  compact  to  consult  with  the  commission  member  from  that 
state."   During  fiscal  year  1991-92  and  the  ten  previous  fiscal 
years,  the  department  has  not  had  an  advisory  council  to  the 
state's  multistate  tax  commission  member. 


Department  personnel  indicated  there  is  an  informal  advisory 
council,  but  the  department  has  not  formally  appointed  an 
advisory  council  because  there  was  not  sufficient  reason  to  do  so. 
During  our  fiscal  year  1981-82  audit,  we  recommended  the 
department  comply  with  this  law  or  seek  changes  to  the  law. 
The  department's  response  was  they  would  seek  changes  in  the 
Multistate  Tax  Compact,  and,  if  successful,  seek  legislative 
change.  Since  this  did  not  occur  the  department  should  comply 
with  state  law. 


Recommendation  #15 

We  recommend  the  department  appoint  an  advisory  council 
for  the  Multistate  Tax  Compact  as  required  by  state  law. 
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Biennial  Report  Section  15-1-205,  MCA,  states  the  department  shall  transmit  to 

the  Governor  and  to  the  legislature  a  report  of  the  department 
showing  all  the  taxable  property  of  the  state,  counties,  and  cities 
and  its  value,  in  tabulated  form,  with  recommendations  for 
improvements  in  the  system  of  taxation,  together  with  alter- 
native measures  as  may  be  formulated  for  consideration  of  the 
legislature.   Based  on  our  review  of  the  report  the  department 
provides  to  the  legislature  and  discussions  with  agency  personnel, 
the  report  does  not  contain  recommendations  for  improvements 
in  the  system  of  taxation. 

Department  personnel  indicated  they  do  not  include  such  recom- 
mendations because  any  recommendations  they  have  are 
addressed  through  the  Revenue  Oversight  Committee.   The  law 
requires  the  department  report  to  the  Governor  and  the  entire 
legislature.  Since  researchers  at  the  department  are  familiar  with 
the  many  taxes  the  state  assesses  and  the  relationship  of  these 
taxes  to  other  income  sources  the  department  generates,  it  is 
essential  that  it  make  recommendations  for  the  Governor  and 
legislature  to  consider.  The  department  might  consider  sum- 
marizing recommendations  made  to  the  Revenue  Oversight 
Committee  and  the  status  of  these  recommendations  to  the  legis- 
lature in  its  biennial  report.   If  they  believe  this  information  is 
not  necessary,  the  department  should  repeal  these  sections  of  this 
law. 


Recommendation  #16 


We  recommend  the  department  include  recommendations 
for  improvements  in  the  system  of  taxation  in  its  biennial 
report,  as  required  by  state  law  or  repeal  the  law. 
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Other  Compliance  Issues  We  noted  several  property  assessment  laws  that  the  department 

did  not  follow.   In  most  instances  the  department  stated  it  was 
not  efficient  to  comply  with  the  laws  or  the  laws  were  out  of 
date. 

Section  15-7-106,  MCA,  requires  training  for  appraisers 
certification  be  given  twice  a  year.   It  further  states  a 
certificate  shall  be  given  to  each  appraiser  successfully 
completing  a  course.  The  department  established  rules 
which  state  the  training  will  be  given  twice  a  year  "if  fund- 
ing is  available."  The  rules  also  require  the  appraisers  to 
complete  a  written  report  prior  to  being  certified.   Depart- 
ment personnel  indicated  the  department  thought  it  was 
important  to  require  the  written  report  prior  to  certifi- 
cation. Section  15-7-107,  MCA,  requires  the  appraisers  to 
be  certified  within  one  year  of  employment.   We  found 
several  instances  where  the  appraiser  had  successfully 
completed  the  course  in  one  year,  but  were  not  certified 
within  one  year.   Department  personnel  stated  the 
appraisers  did  not  complete  the  report  within  one  year; 
therefore  they  could  not  be  certified.  Since  these 
individuals  were  not  certified  within  one  year,  the 
department  did  not  comply  with  state  law. 

Section  15-7-403,  MCA,  requires  the  department's  agent  to 
assess  a  roll  back  tax  if  property  tax  classification  was 
switched  from  residential  property  to  commercial  property 
within  five  years  of  having  switched  to  residential 
property.   Department  personnel  indicated  they  did  not 
think  this  situation  had  ever  occurred.   Several  county 
appraisers  and  assessors  stated  they  were  unaware  of  the 
law.   If  the  situation  arose  to  constitute  a  roll  back  tax,  the 
department  can  not  ensure  compliance  because  the  counties 
are  unaware  of  the  law.  The  department  should  remind  the 
counties  to  follow  roll  back  tax  procedures. 

Section  15-8-103,  MCA,  requires  the  department  to  give 
assessors  and  appraisers  six  months  notice  before  schedul- 
ing training  classes  in  this  area.   The  department  notifies 
the  appraisers  and  assessors  one  to  three  months  prior  to  the 
classes.   Department  personnel  indicated  the  notice 
required  by  law  was  not  practical  due  to  turnover  and 
scheduling  problems. 

Section  15-8-104(2),  MCA,  requires  the  department  to 
audit  all  commercial  property  primarily  to  ensure  all 
property  is  reported.  The  department  does  not  directly 
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audit  this  property.   However,  four  of  the  larger  counties 
have  positions  responsible  for  performing  these  audits. 
Department  personnel  indicated  the  department  requires  all 
staff  to  look  for  property  not  reported,  but  does  not  have 
formal  audit  procedures. 

Section  15-8-302,  MCA,  requires  the  department  to  furnish 
its  agents  with  blank  property  assessment  forms  that 
include  a  statement,  an  affidavit  to  the  statement,  the  time 
when  taxes  become  delinquent,  and  the  time  of  the  county 
tax  appeal  board  meeting.   The  department's  blank  form 
does  not  include  the  affidavit  or  the  information  regarding 
the  county  tax  appeal  board  meeting.   Department 
personnel  indicated  this  was  an  inefficient  law  because  that 
information  was  changing  constantly;  therefore,  they 
believe  it  is  not  feasible  to  include  this  information  on  the 
form. 

Section  15-8-706,  MCA,  requires  county  appraisers  to 
transmit  to  the  department  on  the  second  Monday  in  July  a 
statement  showing  the  kinds  of  personal  property,  the 
average  and  total  value  of  each  kind,  the  number  of  live- 
stock, and,  when  practical,  the  separate  value  of  each  class 
of  land  in  the  county.  The  department  had  received  20  of 
56  reports  by  July  14,  1992,  one  day  after  the  deadline. 
Department  personnel  indicated  it  is  more  important  for 
the  county  to  use  the  information  to  mail  out  assessments 
than  to  get  it  to  the  department  on  time.   Also,  the  depart- 
ment does  not  require  the  agents  to  report  the  average  value 
of  each  kind  of  property  or  the  number  of  livestock. 
Department  personnel  stated  it  is  not  practical  to  compute 
the  average  as  required  by  law. 

The  following  two  laws  are  not  related  to  property  assessment, 
however,  current  computerization  and  accounting  practices  make 
these  laws  unnecessary. 

Section  15-1-502,  MCA,  states  "The  department  of  revenue 
shall  establish  a  suspense  account.  .  .  for  the  purpose  of 
conveniently  processing  receipts.  .  ."  The  department  has 
not  established  a  suspense  account.   Department  personnel 
indicated  this  law  is  no  longer  necessary  since  SBAS  auto- 
matically allocates  receipts  to  the  appropriate  accounts. 

Section  15-1-506,  MCA,  states  "The  department  of  reve- 
nue, county  attorney,  and  county  treasurer  must  annually, 
on  the  first  Monday  of  January,  make  a  settlement  with  the 
county  clerk  and  recorder  of  all  transactions  connected 
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with  the  revenue  for  the  previous  year.  .  ."   Department 
personnel  were  not  familiar  with  this  law,  but  believed  it 
was  unnecessary. 

It  is  important  the  department  comply  with  state  laws  in  order  to 
meet  legislative  intent.   If  a  law  is  out  of  date,  the  department 
should  seek  legislation  to  repeal  the  law,  rather  than  not  comply 
with  the  law.  The  department  has  a  Property  Valuation/Taxa- 
tion Committee  in  place  that  is  reviewing  property  assessment 
laws  to  determine  whether  the  laws  should  be  revised  or 
repealed.   Department  personnel  indicated  this  committee  will 
recommend  changes  to  these  laws. 


Recommendation  #17 

We  recommend  the  department  comply  with  property 
assessment,  suspense  account  and  settlement  laws,  or  seek 
legislation  to  amend  the  laws  as  appropriate. 


Federal  Compliance 


The  department  receives  federal  money  for  investigating  medic- 
aid (CFDA  #93.775)  and  welfare  fraud  (CFDA  #93.020),  as  well 
as  for  performing  Royalty  Audits  (CFDA  #15.999).   We  iden- 
tified the  following  areas  where  the  department  could  improve 
controls  to  ensure  compliance  with  federal  regulations. 


Unallowable  Medicaid  and 
Welfare  Fraud  Charges 


We  noted  several  charges  made  to  the  medicaid  and  welfare 
fraud  programs  during  fiscal  years  1990-91  were  not  in  compli- 
ance with  federal  regulations.  We  noted  the  department  followed 
the  same  procedures  in  fiscal  year  1991-92. 


OMB  Circular  A-87  states  "A  cost  is  reasonable  if,  in  its 
nature  and  amount,  it  does  not  exceed  that  which  would  be 
incurred  by  a  prudent  person  under  the  circumstances 
prevailing  at  the  time  the  decision  was  made  to  incur  the 
cost."  The  department  directly  charged  salaries  for  two 
employees  in  the  Director's  Office  which  were  also 
included  in  the  federal  indirect  cost  rate  proposal.  It  is  not 
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reasonable  to  charge  the  same  costs  to  a  program  twice. 
Department  personnel  indicated  the  person  responsible  for 
direct  charges  to  the  grant  was  not  aware  that  these  salaries 
were  also  included  in  the  federal  indirect  cost  rate  proposal. 

0MB  Circular  A-87  requires  a  certification  of  hours 
worked  or  the  portion  of  the  salary  benefiting  the  program 
from  each  employee  at  least  monthly.   The  only  support  for 
the  salary  of  one  of  the  employees  in  the  Director's  Office 
is  a  certification  dated  June  1 1,  1992,  which  covers  fiscal 
years  1990-91  and  1991-92.   Because  of  the  lack  of 
monthly  certifications,  we  question  $2,820  of  federal 
welfare  fraud  and  $31  of  federal  medicaid  fraud  personal 
service  charges  for  the  employees  in  the  Director's  Office 
for  fiscal  year  1990-91. 

OMB  Circular  A-87  states  "A  cost  is  allocable  to  a  particu- 
lar cost  objective  to  the  extent  of  benefits  received  by  such 
cost  objective."  The  department  charged  the  operating 
costs  of  the  Director's  Office  to  the  federal  grants  based  on 
the  percentage  of  time  two  employees  work  on  the  grants. 
The  Director's  Office  has  four  employees.   By  charging  a 
percentage  of  total  operating  costs  for  four  employees 
based  on  hours  worked  by  two  employees,  the  department 
does  not  allocate  charges  to  the  federal  program  based  on 
actual  effort.  Therefore,  we  question  $1,394  of  federal 
welfare  fraud  and  $40  of  federal  medicaid  fraud  operating 
expenditures  for  fiscal  year  1990-91. 

OMB  Circular  A-87  states  the  employers  time  and  effort 
report  must  reflect  an  after-the-fact  distribution  of  the 
actual  activity  of  each  employee.   We  reviewed  the  alloca- 
tion of  salaries  to  the  federal  grants.   Although  department 
personnel  identify  hours  worked  by  person,  they  allocate 
personal  services  based  on  the  average  percent  of  time  all 
employees  work  on  each  grant.   By  using  this  average,  the 
department  is  overstating  the  hours  worked  by  some 
employees  and  understating  the  hours  worked  by  others. 
Since  each  employee  is  paid  at  a  different  rate,  this  may 
result  in  over  or  under  charges  to  the  federal  programs. 
For  the  quarter  ended  June  30,  1991,  we  calculated  the 
department  overcharged  welfare  fraud  $24  and  medicaid 
fraud  $121.   As  a  result,  we  question  these  federal  charges. 
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Recommendation  #18 

We  recommend  the  department  charge  only  reasonable  and 
allowable  costs  to  federal  programs  in  accordance  with 
federal  requirements. 


Accounting  Records  Federal  regulations  require  costs  to  be  directly  related  to  the 

specific  grant  and  the  primary  accounting  records  to  accurately 
reflect  the  costs  associated  with  each  federal  program.  State 
accounting  policy  provides  guidelines  for  recording  indirect  costs 
on  the  states  accounting  records.   While  testing  federal  expendi- 
tures and  revenues,  we  noted  the  following  items.   Department 
personnel  made  errors  on  the  Schedule  of  Federal  Financial 
Assistance  (SFFA)  they  provided  to  the  Office  of  Budget  and 
Program  Planning  for  fiscal  years  1990-91  and  1991-92  of  $588 
and  $4,048,  respectively.  These  errors  occurred  due  to 
misclassifications  of  expenditures  between  medicaid  and  welfare 
fraud  and  excluding  some  prior  year  and  indirect  costs.  Since 
the  primary  (SBAS)  accounting  records  do  not  separately  identify 
medicaid  and  welfare  fraud  expenditures,  it  is  difficult  for 
department  personnel  to  accurately  report  these  two  programs  on 
the  SFFA. 

Department  personnel  indicated  that  they  account  for  federal 
costs  in  one  primary  center  in  order  to  estimate  costs  for  budget- 
ing purposes.   However,   the  accounting  records  do  not  support 
individual  federal  program  costs.   Maintaining  federal  grant 
expenditures  for  medicaid  and  welfare  fraud  in  one  cost  center 
does  not  allow  for  efficient  identification  and  accurate  reporting 
of  these  expenditures. 
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Recommendation  #19 

We  recommend  the  department  record  federal  program 
costs  on  the  state's  accounting  records  to  facilitate  accurate 
reporting  of  federal  program  expenditures. 


Corporation  License  Tax 
for  Financial  Institu- 
tions 


Section  15-31-702,  MCA,  requires  the  department  to  distribute 
80  percent  of  the  corporation  license  tax  paid  by  financial 
institutions  to  the  counties  in  which  the  financial  institution  is 
located.   When  the  department  makes  the  distribution,  it  pro- 
vides the  counties  with  the  name,  address,  and  amount  of  taxes 
paid  for  each  financial  institution.   It  also  provides  the  calcula- 
tion of  the  80  percent  of  the  taxes  remitted  to  the  counties.   This 
information  appears  on  the  warrant  stub  issued  to  the  counties. 


Where  there  is  more  than  one  branch  of  a  bank  within  a  county, 
section  15-31-702(4),  MCA,  requires  the  department  to  provide 
a  method  by  which  the  counties  can  make  an  equitable  distribu- 
tion among  the  counties  taxing  jurisdictions.   However,  during 
our  audit,  we  noted  that  the  information  the  department 
provided  was  not  sufficient  to  permit  the  counties  to  make  an 
equitable  distribution  between  taxing  jurisdictions.   As  a  result, 
there  was  confusion  at  the  county  level  on  how  to  make  the 
distribution. 

We  talked  with  officials  from  six  counties  to  determine  how  they 
distributed  the  financial  institution  corporation  license  tax.   Four 
of  the  six  counties  distributed  the  moneys  to  the  taxing 
jurisdiction  where  the  main  branch  was  located.  This  resulted  in 
a  total  underdistribution  to  certain  taxing  jurisdictions  within 
each  of  these  four  counties  of  $8,147  and  an  overdistribution  to 
others  for  the  same  amount.  The  department  also  recently 
discovered  a  $1.15  million  distribution  error.   This  total  amount 
was  distributed  by  the  department  to  the  county  in  which  a  main 
branch  operated,  rather  than  being  divided  between  the  counties 
where  branches  were  located. 
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Department  personnel  indicated  this  distribution  problem 
resulted  from  a  recent  change  in  the  branch  banking  laws  allow- 
ing banks  to  have  branches,  be  recognized  as  one  legal  entity, 
and  file  one  tax  return  for  all  branches.   Prior  to  this  change  in 
1990,  each  branch  was  considered  a  bank  in  and  of  itself  which 
filed  its  own  tax  return.   After  the  change  in  branch  banking 
laws,  the  department  was  not  always  aware  if  multiple  branch 
banks  were  included  on  a  tax  return  because  the  return  did  not 
require  the  filer  to  indicate  which  branches  were  included  on  the 
return.   The  department  has  since  developed  a  form  that  finan- 
cial institutions  will  be  required  to  file  with  their  corporation  tax 
returns.  This  form  will  provide  the  department  with  the  county, 
city,  and  school  district  in  which  the  financial  institution  is 
located.   For  those  banks  with  more  than  one  branch  within  a 
county,  it  will  also  list  the  percentage  of  deposits  for  each 
branch.   The  department  plans  to  provide  this  additional  infor- 
mation to  the  counties. 


Recommendation  #20 

We  recommend  the  department  provide  the  necessary 
information  to  allow  counties  to  distribute  corporation 
license  tax. 
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Summary  of  Independent  Auditor's  Report 


Summaiy  of  Indepen-  The  auditor's  opinion  issued  on  the  financial  schedules  contained 

dent  Auditor's  Report  in  this  report  is  intended  to  convey  to  the  reader  the  degree  of 

reliance  which  can  be  placed  on  the  amounts  presented.  The 
financial  schedules  are  prepared  from  SBAS  without  adjustments 
for  errors  noted  during  the  audit.  This  is  done  to  allow  the 
reader  to  determine  the  degree  of  reliance  that  can  be  placed  on 
the  information  recorded  in  the  accounting  records. 

The  qualified  opinion  on  the  schedules  means  the  reader  should 
use  caution  when  using  the  information  presented.  Some  of 
revenue  and  transfers  out  are  not  presented  in  conformity  with 
state  accounting  policy. 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  Revenue  for  each  of  the  two 
years  ending  June  30,  1991  and  1992  beginning  on  page  A-5.  These  financial  schedules  are  the 
responsibility  of  department's  management.   Our  responsibility  is  to  express  an  opinion  on  these 
financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1  to  the  financial  schedules,  the  department's  financial  schedules  are 
prepared  in  accordance  with  state  accounting  policy.   Accordingly,  the  accompanying  financial 
schedules  are  not  intended  to  present  the  financial  position  and  results  of  operations  in  conformity 
with  generally  accepted  accounting  principles. 

The  department  did  not  transfer  money  between  the  Coal  Tax  Bond  Fund  account  in  the 
Debt  Service  Fund  and  the  Permanent  Trust  fund  account  in  the  Nonexpendable  Trust  Fund  in 
accordance  with  state  law.   As  a  result,  the  following  over  (under)  statements  occurred: 


Fiscal  Year  1990-91: 
Nonbudgeted  Transfers  In 
Nonbudgeted  Transfers  Out 

Fiscal  Year  1991-92: 
Nonbudgeted  Transfers  In 
Nonbudgeted  Transfers  Out 

FUND  BALANCE:  June  30,  1992 


Debt 

Service 

Nonexpendable 

Fund 

Trust  Fund 

$(4,685,488) 

$(4,685,488) 

9,931,924 

9,931,924 

$(5,246,436) 

$5,246,436 
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The  department  did  not  accrue  coal  severance  tax  revenues  in  accordance  with  state  accounting 
policy  prior  to  fiscal  year  1991-92.   As  a  result,  the  following  over  (under)  statements  occurred. 


Special 

Debt 

General 

Revenue 

Service 

Nonexpendable 

Fund 

Fund 

Fund 

Trust  Fund 

S  2,216,474 

$  4,574,090 

%   7,337,840 

$   273,639 

(1,840,928) 

(3,799,084) 

(6,094,562) 

(227,275) 

(3.479,535) 

(7,337,840) 

(1,368,194) 

(375,546) 

1,840,928 

3,950,449 

6,094,561 

75,910 

1,840,928 

(1,495,231) 

(1,495,231) 

$  1,245,920 

$(1,495,231) 

$(2,741,151) 

Fiscal  Year  1990-91: 
Budgeted  Revenue  -  Taxes 
Nonbudgeted  Revenue 
Prior  Year  Revenue  Adjustments 
Support  to  state  of  Montana 

Fiscal  Year  1991-92: 
Budgeted  Revenue  -  Taxes 
Support  to  state  of  Montana 
Direct  Entries  to  Fund  Balance 

FUND  BALANCE:  June  30,  1992 

In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in  paragraphs  four  and  five, 
the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results  of 
operations  and  changes  in  fund  balances  of  the  Department  of  Revenue  for  the  two  years  ending 
June  30,  1991  and  1992,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 

As  discussed  in  note  7  to  the  financial  schedules,  the  Department  of  Revenue  changed  its 
basis  of  reporting  revenues  during  the  fiscal  year  ended  June  30,  1992. 


lespectfully  submitted. 


mes  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  13,  1992 
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FUND  BJ 

ADDITK 
F  i  sea 
Budge 
Nonbm 
Prior 
Prior 


Fisca 

Budge 

Nonbui 

Prior 

Prior 

Direc 

Cash 

Total 

REDUCT 
Fisca 
Budge 
Prior 
Suppo 
Cash 
Direc 
Nonbo 
Prior 
Nonbu 


Fisca 

Budge 

Prior 

Suppo 

Cash 

Direc 

Nonbu 

Prior 

Total 

FUND  B 


See 
See 
See 
See 
See 


This  s 
schedL 


DEPARTMENT  Of  REVENUE 


FUND  BALANCE:  July  1,  1990 

ADDITIONS: 

Fiscal  Year  1990-91 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Transfers  In  Adjustments 


SCHEDULE 
FOR  THE  TWO 

OF  CHANGES  IN  FUND  BALANCES 
FISCAL  YEARS  ENDED  JUNE  30. 

1992 

Enterprise 
Fund 

General  Fund 

Special 
Revenue 

Fund 

t     5.528.486 

356,878,311' 
625,536 
(122,584) 

Debt 

Service 

Fund 

$  4.341.068 

65,754,483 
579,806 

Capital 

Project 

Fund 

»   63.247 

3,286,726 
140,495 

Nonexpendable 
Trust  Fund 

;                0 

285,264,155 

1,516,571 

76,335 

$  7.952.940 

46,570,819 

48,265 

4,849 

S464.029.513 

57,919,497 

14,149,749 

(739,638: 

Fiscal  Year  1991-92 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Transfer  in  Adjustments 
Direct  Entries  to  Fund  Balance 
Cash  Transfers  In 
Total  Additions 


331,800,256  220,153,646 

16,394,856  11,971,317 

2,190,968  1,012,154 
(476,707) 


64,377,341 

6,524,884 

371,241 

1,305,100 


3,510,206 
47,329 


49,344,143    58,434,544 

(24,139)    26,814,448 

244  75 


23.978.712 


637.749.551    590.444.748    138.912.855    6.984.756    95.944.182    180.557.387 


REDUCTIONS: 
Fiscal  Year  1990-91 
Budgeted  Expenditures  S,   Transfers  Out 
Prior  Year  Expenditure  Adjustments 
Support  to  State  of  Montana 
Cash  Transfers  Out 
Direct  Entries  to  Fund  Balance 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Transfers  Out  Adjustments 
Nonbudgeted  Prior  Year  Expenditure  Adjustments 


36,610,991 

15,785 

251,213,402 


47,499,810 
2,779 

298,711,599^ 
4,683,912 


46,917,214    3,349,974 
14,336,049 


45,225,178^ 

24,044 


67,091 


5,148,010 
369,743 


51,557,930 


869,180 


539,742 


(3,032) 


Fiscal  Year  1991-92 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Support  to  State  of  Montana 

Cash  Transfers  Out 

Direct  Entries  to  Fund  Balance 

Nonbudgeted  Expenditures  &  Transfers  Out 

Prior  Year  Transfer  Out  Adjustments 

Total  Reductions 

FUND  BALANCE:  June  30,  1992 


40,106,583 

49,212,166 

51,502,368 

52,090,490 

61,737 

103 

9,420 

309,741,053 

172,804,206' 

42,734,986 

3,510,206 

220 

619,223 

18,882,548 

27,616,920 

(867,637) 

(476.707: 

637.749.551 

573.533.798 

131.605.169 

6.860.180 

101.475.405 

123.463.183 

t                       0 

»  22.439.436 

S  11.648.754 

$  187.823 

$  2.421.717^ 

$521,123,717 

See  note  5 
See  note  6 
See  note  7 
See  note  8 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  beginning  on  page  A-10. 
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GENERAl 

Estim£ 

Actual 

Collet 

(Unc 

SPECIAl 

Estimi 

Actual 

Col  let 

(Urx 

DEBT  Si 
Estim 

Actual 

Colle( 

(u™ 

CAPITAI 

Estim 

Actual 

CoUei 

(Um 

ENTERPI 

Estim. 

Actua 

Colle' 

(Urii 

NONEXPl 

Estim 

Actua 

CoUe 

(Ur> 


See 


This  S' 


DEPARTMENT  OF  REVEMUE 


SCHEDULE  OF  BUDGETED  REVENUE  AND 

TRANSFERS  IN  - 

ESTIMATE  AND 

ACTUAL 

FOR 

THE  FISCAL  YEAR 

ENDED  JUNE  30. 

1992 

License 

Charges 

Sale  of 

Other 

Grants, 

and 

For 

OocLTients 

Financing 

Fines  & 

Contracts, 

Investment 

Permits 

Taxes 

Services 

Merchandise 

Sources 

Forfeits 

Donations 

Federal 

Earnings 

Total 

GENERAL  FUND 

Estimated  Revenue 

t1, 519,950 

$298,376,000 

$    1,200 

$    3,000 

$52,984,000 

$352,984,150 

Actual  Revenue 

1.208.188 

280.744.628 

372 

680 

49.846.388 

331.800.256 

Collections  Over 

(Under)  Estimate 

$  (411.762) 

»(17.631.372) 

$     (828) 

$    (2.320) 

$(3,137,612) 

$(21,183,894) 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

S  140,000 

$199,981,150 

$1,700,000 

$20,430,000 

$     4 

$  133,000 

$135,000 

$222,519,154 

Actual  Revenue 

81.100 

198.914.672^ 

1.603.743 

19.255.241 

0 

159.115 

139.775 

220.153.646 

Col  lections  Over 

(Under)  Estimate 

»  (58.900) 

$  (1.066,478) 

$  (96.257) 

$(1,174,759) 

$    (4) 

$   26.115 

$  4.775 

$  (2.355,508) 

DEBT  SERVICE  FUND 

Estimated  Revenue 

$  63,352,000 

$  53,352,000 

Actual  Revenue 

64.377.341 

54.377,341 

Collections  Over 

(Under)  Estimate 

$  1.025.341 

$  1.025.341 

CAPITAL  PROJECTS  FUND 

Estimated  Revenue 

$  3,294,000 

$  3,294,000 

Actual  Revenue 

3.510.206 

3.510.205 

Collections  Over 
(Under)  Estimate 


216.206 


216.206 


ENTERPRISE  FUND 

Estimated  Revenue 

$1 

,541 

,000 

$ 

10,339,000 

$ 

5,000 

$35,184, 

,000 

Actual  Revenue 

1 

,500, 

.474 

9.957.921 

7.120 

37.835 

,851 

Collections  Over 

(Under)  Estimate 

FUND 

$_ 

.^ 

.526) 

$ 

■ 

(381.079) 

$ 

2.120 

$  2.551 

,851 

NONEXPENDABLE  TRUST 

Estimated  Revenue 

$ 

5,888,000 

Actual  Revenue 

5.430.373 

Collections  Over 

(Under)  Estimate 

$ 

(1.457,527) 

$50,000 
42.767 

$(7.233) 


$1,050,000 
913.681 

$  (136.319) 


$56,599,003 
52.090.490 


$  47,119,000 
49.344.143 

$     2.225.143 


$  64,637,003 
58.434.544 

$  (5.202.459) 


See  note  9 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-10. 
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GENERAL 

Estima 

Actual 

CoUec 

(Unc 

SPECIAL 

Estimc 

Actual 

Col  lee 

(Unc 

DEBT  SE 

Estimc 

Actual 

Collet 

(Unc 

CAPITAl 

Estiim 

Actual 

Col  lee 

(Urx 

ENTERPI 

Estim. 

Actual 

Colle( 

(Urx 

NONEXPI 

Estim 

Actua 

Col  lei 

(Um 


^  See  r 


This  s( 
on  pagi 


DEPARTMENT  OF  REVENUE 

SCHEDULE  OF  BUDGETED  REVENUE  &   TRANSFERS  IN  -  ESTIMATE  &   ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  3D.  1991 


Licenses 
and 
Permits 


Charges     Sale  of 

For    DocLinents  & 
Services  Merchandise 


Other 
Financing    Fines  i 
Sources     Forfeits 


Grants, 
Contracts, 
Donations   Federal 


Investment 
Earnings 


Total 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


S     307,100  $246,446,200  S         5,600  $ 
350.307   234.791.273      6.564  _ 


43.207  $(11.654.927) 


3,000    $53,411,000   $  50,000 
477     50.071.124     44.410 


964  $    (2.523)   $(3.339.876)  $  (5.590) 


$300,222,900 
285.264.155 

$(14.958.745) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$   34,200  $338,599,385  $1,654,097 
20.680   334.981.438'  1.558.995 


(13.520)  $  (3.617.947)  $  (95.102) 


$20,033,174   $  48,000 
19.959.946    0 


$  106,958  $271,599 
117.862   239.390 

$   10.904  $(32.209) 


$360,747,413 
356.878.311 

$  (3.869.102) 


DEBT  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  71,408,000 
65.754.483 


$  71,408,000 
65.754.483 

$  (5,653.517) 


CAPITAL  PROJECTS  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  2,290,000 
3.286.726 

S    996.726 


$  2,290,000 
3.286.726 

996.726 


ENTERPRISE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$1,496,500  $  10,240,000  $33,733,000 

1.328.966    9.393.735  35.848.118 

$  (167.534)  $   (846.265)  $  2.115.118 


$  45,469,500 
46.570.819 


NONEXPENDABLE  TRUST  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  6,399,000 
5.481.284 


$1,050,000 
923.878 


$57,914,005  $  65,363,006 
51.514.335    57.919.497 


See  note  9 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning 
on  page  A-10. 
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PERSONA 
Salar 
Hour  I 
Other 
Emplo 
Total 

OPERATI 
Other 
Suppl 
Conmu 
Trave 
Rent 
Utili 
Repai 
Other 
Goods 
Total 

EOUIPME 
Equip 
Total 

LOCAL  A 
From 
Total 

BEMEFII 
From 
Total 

TRANSFE 
Accoi 
Total 

DEBT  S| 
Inst< 
Total 

TOTAL  I 

GENERAL 
Budge 
Actua 
Unspe 

SPECIAL 
Budge 
Actua 
Unspe 

ENTERPR 
Budge 
Actus 
Unspe 

NONEXPE 
Budge 
Actu: 
Unspe 


See  t 


This  s< 
f  inane 


DEPARTMENT  OF  REVENUE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  >ND  TRANSFERS  OUT  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Conpensation 
Enployee  Benefits 
Total 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Cofnnunications 
Travel 
Rent 

Utilities 

Repair  &   Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 


Director's 

Services 

Processing 

L  i  quor 

Corporation 

Property 

Office 

Division 
$   502,011 

Division 
$1,066,144 

Division 
$  2,228,981 

Income  Tax 

Tax 

Valuation 
$  8,503,455 

Total 

%     997,053 

$2 

,282,912 

%      835,338 

$  16,415,894 

12,974 

12,974 

43,106 

43,106 

218.592 

123.949 

245.514 

603,517 

560.312 

194.677 

2.191.621 

4.138.182 

1.215.645 

625.960 

1.311.658 

2.828.578 

2 

.843.224 

1.030.015 

10.695.076 

20.610.156 

183,217 

64,345 

52,290 

1,607,062 

958,266 

143,214 

1,032,822 

4,041,216 

35,374 

12,953 

22,098 

94,320 

72,932 

22,096 

272,585 

532,358 

41,544 

11,623 

10,136 

121,507 

326,857 

36,584 

357,897 

906,148 

25,371 

2,073 

64 

23,364 

24,443 

150,364 

206,537 

432,216 

36,423 

20,624 

27,027 

579,828 
109,044 

75,835 

25,105 

98,895 
1,173 

863,737 
110,217 

17,880 

8,009 

25,967 

72,627 

28,003 

7,687 

115,976 

276,149 

8,409 

1,510 

2,328 

9,107 
28.101.292' 
30.718.151 

T 

12,688 

12,589 

44,725 

91,356 
28.101.292 

348.218 

121.137 

139.910 

.499.024 

397.639 

2.130.610 

35.354.689 

EQUIPMENT  AND 
Equipment 
Total 


INTANGIBLE  ASSETS 


13.457 
13.457 


4.348 


4.348 


30.786 


77.716 
77.716 


25.391 


25.391 


109.605 
109.605 


261.303 
261 .303 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


2.004 


2.004 


2.690.931 
2.690.931 


45.679.277 
45.679.277 


19.092.097 
19.092.097 


67.464.309 
67.464.309 


BENEFITS  &   CLAIMS 
From  State  Sources 
Total 


5.036 


5.036 


5.036 


5.036 


TRANSFERS 
Accounting  Entity  Transfers 
Total 


52.090.490 
52.090.490 


16.855.881 
16.855.881 


68.946.371 
68.946.371 


DEBT  SERVICE 

Installment  Purchases 
Total 


269.741 
269.741 


269.741 
269.741 


TOTAL  PROGRAM  EXPENDITURES    t1. 584. 360  $55.528.518  $1.455.916 


$192.911.605 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


927,006  i  753,876  $  903,322 
890.903  747.097  897.767 
6.779  $    5.555 


$4,032,202  $  1,247,646 

4.026.677    1.247.011 

$    5.525  $      635 


$33,388,568 

32.297.128 

$ 


$  41,252,620 

40.106.583 

$ 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

NONEXPENDABLE  TRUST  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


183,726 
157.328 


$  2,825,000     $       85,309 
2.690.931  85.309 


26.398     $       134.069     $ 


»     573,749 

536.128 

$       37.621 


$55,500,000 

52.090.490 

$  3.409.510 


477,858 

472.841 

5.017 


$52,206,421 
50.493.399 


397,632  $49,800,181 

393.287   45.885.311 

4.345  $  3.914.870 


S  53,291,848 
49.212.166 


$  53,258,028 

51.502.368 

$  1.755.660 


$  55,500,000 

52.090.490 

$  3.409.510 


See  note  6 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
financial  schedules  beginning  on  page  A-10. 


Additional  information  is  provided  in  the  notes  to  the 
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PERSON/I 
Salar 
Hour  I 
Other 
Ennplc 
Total 

OPERATI 
Other 
Suppt 
Codim. 
Trave 
Rent 
UtiU 
Repai 
Other 
Goods 
Total 

EOUIPME 
Equif 
Total 

LOCAL  / 
From 
Total 

TRANSF! 
Accoi 
Total 

DEBT  SI 
Insti 
Tota 

TOTAL  I 

GENERAL 
Budge 
Actuc 
Unspe 

SPECIAL 
Budge 
ActUc 
Unspc 

ENTERPf 
Budgt 
Actui 
Unsp< 

NONEXPI 
Budg< 
Actuj 
Unspx 

I  See 
I  See 
^  See 

This  Si 
beg  inn 


OEPARTMEWT  OF  REVEWUE 
SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRAMSFERS  OUT  BY  OBJECT  AND  FUND 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  16.645 

Total  16.645 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 

TRANSFERS 

Accounting  Entity  Transfers 
Total 

DEBT  SERVICE 

Installment  Purchases 
Total 

TOTAL  PROGRAM  EXPENDITURES 


1.435 


1.435 


2.556 


2.556 


96.458 


2.104 


2.104 


2.455.231 
2.455.231 


51.557.930 
51.557.930 


96.458 


18.469.552 
18.469.552 


9.795 


9.795 


43.874.767 
43.874.767 


SI. 387. 039     S54. 74 1.453     SI. 238. 201       S44.412.118    S3. 724. 621 

«^^=^^^^^     H^^^a^B^^     ^^^t^^^B^  ^^^^m^^^^  ^^m^=^^^x 


138.148 
138.148 


18.335.619 
18.335.619 


190.879 
190.879 

S29.773.675     S     625.398 


BUDGET  AND  ACTUAL 

FOR  THE  FISCAL 

YEAR  ENDED  JUNE  30.  1991 

Centralized 

Data 

Motor 

Director's 

Services 

Processing 

Liquor 

Corporation 

Property 

Fuel 
Tax  ^ 

Office 

Division 

Division 

Division 

Income  Tax 

Tax 

Valuation 

Total 

PERSONAL  SERVICES 

Salaries 

S  860,345 

S   483,020 

S  905,194 

S  1,965,164 

SI, 946, 263 

S   722,857 

S  7,583,143 

t     382,666 

S  14,848,652 

Hourly  Wages 

102,671 

102,671 

Other  Conpensation 

33,045 

600 

33,645 

Employee  Benefits 

178.284 

117.837 

202.544 

569.013 

462.851 

164.699 

1.866.625 

96.044 

3.657.897 

Total 

1.038.629 

600.857 

1.107.738 

2.669.893 

2.409.114 

887.556 

9.450.368 

478.710 

18.642.865 

OPERATING  EXPENSES 

Other  Services 

153,137 

66,971 

58,052 

1,600,854 

862,476 

35,509 

553,220 

96,990 

3,427,209 

Supplies  &  Materials 

45,877 

15,397 

10,021 

92,333 

58,831 

16,280 

304,677 

7,452 

550,868 

Conmuni cat  ions 

48,100 

11,406 

9,422 

113,349 

258,318 

27,349 

365,328 

28,549 

861,821 

Travel 

20,496 

1,694 

253 

14,075 

21,214 

102,973 

193,843 

9,552 

364,100 

Rent 

34,815 

20,061 

26,370 

581,184 

67,251 

24,426 

90,698 

844,805 

Utilities 

110,820 

70 

1,069 

111,959 

Repair  &  Maintenance 

15,508 

9,576 

19,556 

64,711 

35,290 

6,942 

103,267 

1,420 

256,270 

Other  Expenses 

11,728 

895 

4,233 

5,305, 

12,057 

5,807 

46,559 

2,725 

89,309 

Goods  Purchased  For  Resale 

20.593.584' 
23.176.215 

20.593.584 

Total 

329.661 

126.000 

127.907 

1.315.507 

219.286 

1.658.661 

146.688 

27.099.925 

265.037 


265.037 


64.667.721 
64.667.721 


70.027.482 
70.027.482 


190.879 
190.879 


SI  80. 893. 909 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

NONEXPENDABLE  TRUST  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


See  note  8 
See  note  9 
See  note  10 


S  861,853  S 

830.300 
S   31.553  S 


273,805 
213.285 


794,862  S  959,006 

728.292    768.595 

66.570  S  190.411 


S  2,571,571 

2.455.231 

60.520  S   116.340 


S  343,454 

343.454 

S 0 


S  469,606 

469.606 

S       0 


S57,200,000 

51.557.930 

S  5.642.070 


u: 


^ 


S3, 603, 777 
3.570.276 
S   33.501  S33.359.868 


S46, 184,645 

44.412.118 

S  1.772.527 


^ 


^ 


S34,299,721   S30,055,372 
939.853    29.773.675 


281.697 


t     167,814  S45,668,163 

154.345   44.051.551 

S   13.469  S  1.616.612 


S  70,574,591 

36.610.991 

S  33.963.600 


$  689,079   S  49,370,432 

625.398    47.499.810 

S   63.681   S  1.870.622 


»  46,997,705 

45.225.178 

S  1.772.527 


$  57,200,000 

51.557.930 

S  5.642.070 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
beginning  on  page  A-10. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


1.         Summary  of  Significant 
Accounting  Policies 


Basis  of  AccouatiBg 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  Funds. 
In  applying  the  modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

State  accounting  policy  also  requires  the  department  to 
record  the  cost  of  employees'  annual  leave  and  sick  leave 
when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary 
and  Nonexpendable  Trust  Funds.   Under  the  accrual  basis,  as 
defined  by  state  accounting  policy,  the  department  records 
revenues  in  the  accounting  period  earned  if  measurable  and 
records  expenses  in  the  period  incurred,  if  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order 
before  fiscal  year-end,  but  not  received  as  of  fiscal  year-end; 
and  equipment  ordered  with  a  purchase  order  before  fiscal  year- 
end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  without  adjustment.   Accounts  are  organized  in  funds 
according  to  state  law.  The  department  uses  the  following  funds: 
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Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   The  department  uses  this  fund  primarily  for  Public 
School  Equalization,  Highways  Special  Revenue,  and  University 
Millage. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for 
the  payment  of  General  Long-Term  Debt  Principal  and  Interest. 
The  department  uses  this  fund  for  the  deposit  of  money  into  the 
Long  Range  Building  Program,  Coal  Tax  Bond  Fund,  Water 
Development  Bond  Fund,  and  the  Renewable  Resources  Bond 
Fund. 

Capital  Projects  Fund  -  to  account  for  resources  used  for 
purchase  or  construction  of  major  capital  facilities.  The 
department  uses  this  fund  for  the  deposit  of  money  into  the 
Long  Range  Building  Program. 


Proprietary  Funds 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises, 
where  the  Legislature  intends  that  the  department  finance  or 
recover  costs  primarily  through  user  charges;  or  (b)  where  the 
Legislature  has  decided  that  periodic  determination  of  revenues 
earned,  expenses  incurred  or  net  income  is  appropriate.  The 
department's  Enterprise  Fund  contains  the  Liquor  Division 
operation. 


Fiduciary  Funds 


Trust  Funds  -  to  account  for  assets  held  by  the  State  in  a  trustee 
capacity  or  as  an  agent  for  individuals,  private  organizations, 
other  governments  or  other  funds  (Nonexpendable  Trust  Funds). 
The  department's  Nonexpendable  Trust  Funds  include  the  Coal 
Severance  Tax  Permanent  Fund;  Resource  Indemnity  Tax  Trust; 
Coal  Tax  -  Fish,  Wildlife,  and  Parks/Historical  Society;  and 
Common  School  Permanent  Trust. 
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Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  accompanying  financial  schedules.   In 
the  Enterprise  Fund,  the  increase  in  annual  and  25  percent  of  the 
increase  in  sick  leave  are  recognized  as  nonbudgeted  expenses 
when  the  related  liability  is  recorded  at  year  end.  The 
department  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.   At  June  30,  1991  and  1992,  the 
department  had  a  liability  of  $1,623,292  and  $1,725,858, 
respectively,  for  annual  and  sick  leave. 


Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to 
PERS  was  $909,662  in  fiscal  year  1990-91  and  $1,009,662  in 
fiscal  year  1991-92. 


4.         General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.   Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.  Thus,  on  an  agency's  schedules,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be 
zero. 


5.         Cash  Transfers 


Cash  Transfers  In 


Beginning  in  fiscal  year  1991-92,  the  Department  of  Revenue 
began  sharing  the  Permanent  Trust  Fund  account  with  the  Board 
of  Investments  (BOI).   BOI  previously  administered  a  separate 
investment  account.   Because  the  Department  of  Revenue  is 
responsible  for  administering  this  account,  all  cash  is  transferred 
to  the  department  at  fiscal  year-end.  The  Cash  Transfer  In  on 
the  department's  SEAS  records  represents  the  transfer  of  cash 
resulting  from  investment  earnings  at  BOI  in  fiscal  year  1991-92. 
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Cash  Transfer  Out 


The  Department  of  Revenue  collects  revenue  for  accounts 
administered  by  other  state  agencies.   To  move  the  cash  collected 
to  the  administering,  or  spending,  agency  and  to  prevent 
recording  revenues  and  expenditures  twice,  a  Cash  Transfer  Out 
is  recorded  on  the  department's  SBAS  records  and  Cash  Transfer 
In  is  recorded  on  the  administrating  agencies'  SBAS  records. 


Direct  Entries  to  Fond 
Balance 


The  Direct  Entries  to  Fund  Balance  in  fiscal  years  1990-91  and 
1991-92  in  the  Special  Revenue  Fund  were  due  to  cash  transfers 
that  were  not  made  in  fiscal  years  1989-90  and  1990-91, 
respectively.   Direct  Entries  to  Fund  Balance  of  $4,671,475  in 
fiscal  year  1990-91  and  $752,775  in  fiscal  year  1991-92 
transferred  cash  to  other  agencies.  The  remaining  Direct  Entries 
to  Fund  Balance  in  fiscal  year  1991-92  in  the  Special  Revenue 
Fund  were  due  to  moving  the  Motor  Fuels  Tax  Division  to  the 
Department  of  Transportation  (note  9)  and  moving  the  control  of 
the  payroll  tax  to  the  Department  of  Revenue  from  the  State 
Compensation  Mutual  Insurance  Fund. 


The  Direct  Entries  to  Fund  Balance  of  $1,305,100  in  the  Debt 
Service  Fund  in  fiscal  year  1991-92  were  to  move  administration 
of  the  Coal  Tax  Bond  Fund,  and  investment  account,  to  the 
Department  of  Revenue  from  the  Board  of  Investments. 

The  Direct  Entries  to  Fund  Balance  in  fiscal  year  1991-92  of 
$18,882,548  in  the  Nonexpendable  Trust  Fund  were  due  to  the 
transfer  of  the  Fish,  Wildlife  and  Parks  (FWP)  Trust  and  the 
Cultural  Trust  accounts  to  the  Department  of  Fish,  Wildlife  and 
Parks  and  Historical  Society  from  the  Department  of  Revenue. 


Revenue  Recognition 


Revenue  should  be  recognized  in  the  accounting  period  in  which 
it  became  both  measurable  and  available.   Prior  to  fiscal  year 
1991-92,  state  accounting  policy  defined  available  as  collectible 
within  the  current  period  or  soon  enough  thereafter  to  be  used  to 
pay  liabilities  of  the  current  period.   During  fiscal  year  1991-92, 
state  accounting  policy  clarified  the  definition  of  available  to  be: 
I)  revenue  has  actually  been  received  and  deposited  in  the  State 
Treasury  during  the  fiscal  year;  2)  revenue  is  in  the  possession  of 
a  collecting  agent  at  fiscal  year-end  and  will  be  received  by  the 
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state  within  60  days  after  fiscal  year-end;  or  3)  revenue  is  due 
during  fiscal  year-end  but  the  payer  is  allowed  an  administrative 
lead  time  of  no  more  than  60  days  to  process  the  paperwork  to 
calculate  the  liability  and  make  remittance  to  the  state.  Due  to 
this  change  in  policy,  the  department's  Nonbudgeted  Revenues 
increased  by  $44,716,550  in  fiscal  year  1991-92. 


8. 


Goods  Purchased  for 
Resale 


During  September  1990,  Liquor  Division  began  operating  a  bail- 
ment system  liquor  inventory  in  the  state's  liquor  warehouse. 
Under  the  bailment  system,  most  liquor  stored  in  the  warehouse 
is  owned  by  the  vendors.   The  liquor  does  not  become  the  state's 
property  until  it  is  shipped  to  liquor  stores.  The  state  then  has 
30  days  to  pay  the  vendor.   As  a  result  of  converting  to  this 
system,  there  was  a  one-time  reduction  in  Goods  Purchased  for 
Resale  expenditures  during  fiscal  year  1990-91.   This  conversion 
also  caused  a  permanent  reduction  of  the  liquor  inventory 
balance  that  resulted  in  the  decrease  in  the  Enterprise  Fund's 
Fund  Balance  between  July  1,  1990  and  June  30,  1992. 


Reorganization 


The  Motor  Fuels  Tax  Division's  financial  activity  is  presented  on 
the  financial  schedules  for  fiscal  year  1990-91.   The  Schedule  of 
Budgeted  Revenue  and  Transfers  In  -  Estimate  and  Actual  for 
the  fiscal  year  ended  June  30,  1991,  includes  $109,337,627  of 
taxes  in  the  Special  Revenue  Fund  collected  by  the  division.  The 
Schedule  of  Budgeted  Program  Expenditures  and  Transfers  Out 
by  Object  and  Fund  -  Budget  and  Actual  for  the  fiscal  year 
ended  June  30,  1991  includes  $625,398  of  expenditures  for  the 
division.   During  fiscal  year  1991-92,  the  division  was  trans- 
ferred to  the  Department  of  Transportation.   This  reorganization 
accounts  for  $109,337,627  of  the  decrease  in  Budgeted  Revenue 
and  Transfers  In  and  $103,302,221  of  the  decrease  in  Cash 
Transfers  Out  in  the  Special  Revenue  Fund  on  the  Schedule  of 
Changes  in  Fund  Balances  between  fiscal  years  1990-91  and 
1991-92. 
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10.       Unexpended  General 
Fund  Appropriation 


The  Property  Valuation  Reduction  Act  became  effective  July 
1989.   Prior  to  this,  the  department  provided  local  assistance 
from  the  General  Fund  to  counties  when  oil  and  gas  production 
exceeded  a  certain  amount,  in  fiscal  year  1990-91.   The  depart- 
ment assumed  the  Property  Valuation  Reduction  Act  would 
follow  the  same  funding  procedures  and  established  a 
$33  million  administrative  appropriation  in  the  General  Fund. 
Procedures  changed  and  a  statutory  appropriation  was  esta- 
blished and  the  funding  came  from  the  Special  Revenue  Fund, 
so  the  General  Fund  appropriation  was  not  used. 


11.       Litigation 


Coal  Severance  and  Gross 
Proceeds  Taxes 


The  Crow  Tribe  filed  suit  in  1978  in  federal  district  court 
seeking  a  declaration  that  Montana's  coal  severance  and  gross 
proceeds  taxes  are  invalid  as  applied  to  the  production  of  coal  on 
the  Crow  Reservation  and  to  the  production  of  coal  owned  by 
the  Tribe  located  in  an  off-reservation  area,  known  as  the  "Crow 
ceded  area"  or  "ceded  strip,"  which  lies  roughly  between  the 
northern  boundary  of  the  reservation  and  the  Yellowstone  River. 
The  amount  of  coal  reserves  falling  within  these  categories  has 
not  been  precisely  determined.   The  taxes  were  alleged  to  be 
invalid  under  a  variety  of  theories,  of  which  the  most  prominent 
were  that  the  state  taxes  conflict  with  federal  policy  by 
preventing  the  marketing  of  Crow  coal  and  infringe  on  tribal 
sovereignty  by  depriving  the  Tribe  of  revenue  needed  to  provide 
governmental  services  to  the  Crow  people.   In  addition  to  a 
declaration  that  the  taxes  were  invalid,  the  Tribe  sought 
restitution  for  an  amount  equal  to  the  severance  and  gross 
proceeds  taxes  paid  by  Westmoreland  Resources,  Inc.  (Westmore- 
land), the  only  company  currently  mining  coal  claimed  by  the 
Tribe,  together  with  the  interest  which  accrued  to  the  Coal 
Severance  Tax  Trust  Fund  on  the  amount  of  taxes  paid. 


In  January  1983,  the  court  ordered  Westmoreland's  future 
severance  tax  payments  placed  in  escrow  pending  the  outcome  of 
the  litigation.  The  State  has  received  no  severance  tax  payments 
from  Westmoreland  with  respect  to  the  coal  mined  on  the  ceded 
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strip  since  the  entry  of  this  order.   Prior  to  1983,  Westmoreland's 
annual  severance  tax  payments  varied  from  a  low  of 
$5,407  million  in  1976  to  a  high  of  $7,078  million  in  1979. 

In  June  1987,  the  Ninth  Circuit  Court  of  Appeals  ruled  that 
Montana  is  preempted  from  applying  its  severance  and  gross 
proceeds  taxes  on  coal  within  the  ceded  strip  held  in  trust  for  the 
Crow  Tribe  and  on  coal  mined  on  the  reservation.   In  August 
1987,  the  State  docketed  an  appeal  of  the  decision  to  the  United 
States  Supreme  Court,  and  in  January  1988,  that  Court 
summarily  affirmed  the  Court  of  Appeals'  judgement. 

As  a  result  of  the  Supreme  Court's  affirmance,  two  principal 
issues  remained  in  the  case,  one  of  which  has  been  resolved.  The 
first  issue  involved  the  appropriate  disposition  of  the  escrowed 
moneys,  to  which  the  State  disclaimed  any  interest  after  the 
Supreme  Court's  decision.  The  district  court  concluded  in 
September  1977  that  these  moneys  should  be  paid  to  the  United 
States  in  trust  for  the  Tribe.  The  escrowed  funds  totaling 
$30.1  million  were  distributed  in  May  1989  to  the  United  States. 

The  second  issue,  which  remains  to  be  resolved,  is  the  Tribe's 
claim  for  tax  moneys  paid  by  Westmoreland  to  the  State  but  not 
escrowed  and  Westmoreland's  claim  for  the  same  amounts.  The 
State  requested  summary  judgement  with  respect  to  the  Tribe's 
claims  for  the  nonescrowed  moneys  in  November  1989,  but  its 
motion  was  denied  in  December  1990.   The  State  thereafter 
sought  certification  from  the  District  Court  to  appeal  such  denial 
pursuant  to  28  USC  Section  1292(b),  and  certification  was 
granted  by  the  Ninth  Circuit  in  July  1991.   However,  in  July 
1992  the  Court  of  Appeals  determined  that  leave  to  appeal  had 
been  improvidently  granted  and  dismissed  the  appeal.  The  State 
believes  its  defenses  to  the  Tribe's  restitution  claim  have  merit, 
but  the  issues  are  novel  and  their  resolution  cannot  be  predicted 
with  certainty. 

The  sum  of  all  the  nonescrowed  coal  severance  tax  moneys, 
exclusive  of  interest,  is  approximately  $48  million.   If  the 
interest  on  such  moneys  is  eventually  awarded,  their  amount  will 
increase  substantially.   In  May  1989,  the  Tribe  estimated  the 
State's  liability  for  interest  at  approximately  $110  million.   If  the 
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State  is  eventually  held  liable  for  paying  interest,  the  actual 
amount  will  depend  upon  the  interest  rate  judged  appropriate 
and  the  time  period  over  which  it  is  calculated.   Consequently,  in 
the  event  the  State  is  held  liable  for  paying  the  interest,  the 
actual  amount  may  vary  significantly  from  the  Tribe's  last 
estimate. 


Retirement  Taxatioa 


In  May  1989,  the  U.S.  Supreme  Court  decided  in  Davis  v. 
Michigan  that  a  state  may  not  discriminate  in  the  taxation  of 
members  of  a  federal  as  opposed  to  a  state  retirement  system. 
Subsequently,  Sheev  et  al..  v.  State  of  Montana.  Department  of 
Revenue  was  filed  in  Montana  District  Court.   The  action  seeks 
refunds  of  state  income  taxes  paid  on  federal  retirement 
benefits.   In  addition  to  the  law  suit,  approximately  6,005  claims 
for  a  refund  have  been  filed  by  federal  retirees  with  the 
Montana  Department  of  Revenue.   In  July  1990,  the  District 
Court  denied  the  plaintiffs'  request  for  refunds.   That  decision 
was  appealed  to  the  Montana  Supreme  Court.   On  November  14, 
1991,  the  Montana  Supreme  Court  issued  an  opinion  affirming 
the  decision  of  the  District  Court.   The  taxpayers  have  petitioned 
the  U.S.  Supreme  Court  to  grant  certiorari.   A  decision  on  the 
petition  is  pending.  The  department  estimates  the  total  amount 
of  taxes  subject  to  refund  is  approximately  $20  million  including 
interest. 


12.       Gain  Contingencies 


Certain  natural  resource  and  corporation  tax  assessments  are  not 
reported  on  the  department's  financial  schedules  because  they 
are  being  protested.   As  of  June  30,  1992,  the  following 
assessments  (by  fund  type)  were  outstanding  (in  thousands): 


Taxes 

ity 

General 

$19,516 

85 

609 

Special 

Revenue 

$  9,118 

182 

278 

Debt 
Service 
$3,359 

5 

NonexperKJable 
Trust 

Corporation 
Coal  Severance 
Metal  Mines 
Resource  Indemni 

$278 
163 
i63) 

Totals 

$20,210 

$9,578 

$3,364 

$378 

Collectability  of  these  contingencies  is  dependent  upon  the 
decisions  of  the  court,  other  authorities,  or  agreed  upon 
settlements. 
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state  of  Montana 


Department  of  Revenue 

Mick  Robinson,  Director 


Marc  Racicot,  Governor 
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P.O.  Box  202701 


Helena,  Montana    59620-2701 


March  10,  1993 


Mr.  Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana   59620 

Dear  Scott: 

Thank  you  for  the  opportunity  to  respond  to  your  recommendations  contained  in  the 
Financial-Compliance  Audit  for  the  Two  Fiscal  Years  Ended  June  30,  1992.  Our 
response  is  attached. 

The  department's  ability  to  perform  its  duties  are  enhanced  by  the  analysis  and 
recommendations  of  your  staff.  We  at  the  Department  of  Revenue  appreciate  the 
professionalism  exhibited  by  your  staff  while  working  on  this  audit. 


Sincerely, 

Mick  Robmson 
Director 


Directoi  -  (406)  444-2460 
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Personnel/Training 


"An  Equal  Oppoitunity  Employei' 


Recommendation  #1 

We  recommend  the  department: 

A.  Transfer  $25  million  to  the  Clean  Coal  Technology  Demonstration  Fund  from 
the  Coal  Severance  Tax  Permanent  Fund. 

B.  Transfer  $10,246,436  back  to  the  Coal  Tax  Bond  Fund. 

C.  Transfer  $5  million  to  Clean  Coal  Technology  Demonstration  Fund  from  the 
Coal  Tax  Bond  Fund. 

D.  Establish  monitoring  procedures  for  changes  in  state  law  to  ensure 
compliance  with  coal  severance  tax  distribution  laws. 

Agency  Response 

A.  Concur. 

We  have  recorded  receivables  in  the  Clean  Coal  Technology  Trust  Fund  and  payables 
in  the  Coal  Permanent  Trust  and  Coal  Bond  Fund  in  appropriate  amounts  for  the  FY92 
transfers  required.  Our  understanding  is  that  there  is  to  be  clarifying  legislation  in  the 
current  session  regarding  the  necessity  to  transfer  the  cash.  The  cash  will  be  transferred 
in  FY93  if  no  clarifying  legislation  is  passed. 

B.  Concur. 

Appropriate  corrections  of  transfers  to  the  permanent  trust  fund  have  been  made. 

C.  Do  not  concur. 

The  $5  million  transfer  from  the  bond  account  to  the  Clean  Coal  Technology  Fund  passed 
in  the  regular  1991  session  was  modified  in  the  January  special  session  to  read  "an 
amount  not  exceeding"  $5  million  "per  fiscal  year".  This  language  change  seems  to 
indicate  that  the  transfer  should  be  based  on  need  rather  than  an  automatic  transfer  of 
the  $5  million.  Since  no  request  for  the  money  was  received  from  the  Department  of 
Natural  Resources  in  FY92  we  would  not  anticipate  making  this  transfer. 

D.  Concur. 

Procedures  have  been  updated  to  insure  proper  monitoring  of  changes  in  state  law  to 
ensure  compliance  with  tax  distribution  laws. 
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Recommendation  #2 

We  recommend  the  department  establish  procedures  to  comply  with  collateral 
requirements  for  coal  tax  bonds. 

Agency  Response 

Partially  concur. 

The  Department  of  Revenue  has  always  had  procedures  to  comply  with  the  collateral 
requirements  for  coal  bonds.  Our  procedures  are  to  determine  the  amount  to  be  held  as 
a  collateral  reserve  by  annually  corresponding  with  the  Department  of  Natural  Resources. 


The  amounts  identified  by  DNRC  were  held  in  two  separate  accounting  entities  until 
February  of  1992.  Legislative  Audit  did  not  consider  $1,305,100  held  in  the  other 
accounting  entity  which  was  also  part  of  the  coal  tax  bond  fund  and  this  would  eliminate 
most  of  the  deficiency  that  they  calculated.  Although  we  still  have  a  small  apparent 
deficiency,  mostly  because  the  requirements  have  changed  mid  year,  we  have  never 
viewed  our  procedures  as  inadequate  because  the  money  is  always  available  to  the 
collateral  account  by  correction  of  transfers  to  the  permanent  trust  fund. 

Recommendation  #3 

We  recommend  the  department  distribute  coal  severance  taxes  in  accordance  with  the 
state  law  in  effect  when  coal  is  mined. 

Agency  Response 

Concur. 

We  have  corrected  our  distribution  of  the  accrual  of  estimated  coal  tax  receipts  from  the 
April-May-June  quarter  of  FV92  to  comply  with  state  policy. 

Recommendation  #4 

We  recommend  the  department  use  the  best  available  data  to  improve  the  accuracy  of 
Its  revenue  accrual  and  accounts  receivable  estimates. 

Agency  Response 

Concur. 

Our  experience  in  making  the  F/92  accrual  estimates  provided  us  a  basis  for  improving 
our  accrual  methodology.  We  developed  a  consistent  method  of  calculating  and 
documenting    accruals  for  each  revenue  source  within  the  department.  This  project  is 
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complete  and  will  be  applied  at  fiscal  year  end  June  30,  1993. 

Recommendation  #5 

We  recommend  the  department  establish  more  timely  and  effective  procedures  for 
detecting  and  correcting  errors  in  the  allowance  for  doubtful  accounts  balance  recorded 
on  SBAS  at  fiscal  year-end. 

Agency  Response 

Partially  concur. 

A  problem  exists  in  SBAS  with  the  Allowance  for  Doubtful  Accounts  control  account 
because  it  does  not  have  a  subsidiary  detail  ledger  control  feature  which  makes  it  difficult 
to  determine  what  makes  up  the  amounts  recorded  in  each  accounting  entity.  At  fiscal 
year  end,  as  soon  as  time  would  allow,  we  reviewed  the  control  account  using  exactly  the 
procedure  described  in  the  audit  report.  The  material  discrepancy  was  a  keypunch  error 
which  did  not  become  obvious  until  accounting  reports  came  out  and  we  corrected  the 
material  discrepancy  ($6,131,728)  immediately  and  informed  the  Department  of 
Administration  Accounting  Division  so  that  they  could  correct  the  item  in  the  financial 
statements.  The  remaining  $164,995  was  corrected  at  a  later  date  after  reviewing 
additional  information. 

We  would  recommend  that  future  SBAS  updates  include  a  modification  that  subsidiary 
detail  ledger  activity  for  this  account  be  made  available  to  simplify  reconciliation. 

Recommendation  #6 

We  recommend  the  department  record  accounts  receivable  and  revenue  when  tax  liability 
settlements  occur. 

Agency  Response 

Concur. 

The  Department  of  Revenue  recognized  and  recorded  the  $3,535,631  receivables  referred 
to  in  the  finding  as  prior  year  corrections  on  August  15,  1992.  This  is  within  two  weeks 
of  the  availability  of  the  final  reports  for  the  fiscal  year.  The  Department  of  Administration 
was  informed  of  the  error  and  corrected  the  financial  statements  for  the  year.  There  is 
no  way  to  correct  balances  that  are  in  SBAS  for  a  fiscal  year  that  has  closed. 

Recommendation  #7 

We  recommend  the  department  work  with  Department  of  Administration  to  seek 
legislation  to  resolve  the  apparent  conflict  between  state  accounting  and  revenue 
distributions  law. 
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Agency  Response 

Concur. 

House  Bill  641  has  been  introduced  this  session  which  if  passed,  will  clarify  the 
distribution  process. 

Recommendation  #8 

We  recommend  the  department  ensure  the  procedures  division  personnel  use  to 
reconcile  cash  receipts  between  various  department  systems  complies  with  department 
policy. 

Agency  Response 

Concur, 

Recommendation  #9 

We  recommend  the  department  establish  security  procedures  within  the  income  tax 
computer  system  to  prevent  or  detect  improper  access  to  tax  information. 

Agency  Response 

Concur. 

Recommendation  #10 

We  recommend  the  department  separately  identify  expenditures  related  to  supplemental 
appropriations  to  document  compliance  with  state  law. 

Agency  Response 

Concur. 

Recommendation  #11 

We  recommend  the  department  record  operating  budgets  on  the  Statewide  Budgeting 
and  Accounting  System  and  spend  in  accordance  with  those  budgets  as  required  by 
state  law. 

Agency  Response 

Concur. 
The  Liquor  Division  operating  budget  will  be  allocated  on  SBAS  in  the  future. 

B-7 


Recommendation  #12 

We  recommend  the  department: 

A.  Request  inter-entity  loans  for  temporary  cash  shortages  as  required  by  state 
law. 

B.  Document  the  method  used  for  calculating  the  amount  of  net  proceeds  to 
transfer  to  the  General  Fund  from  the  Liquor  Enterprise  Fund. 

Agency  Response 

A.  Concur. 

We  will  take  additional  time  before  making  revenue  distributions  to  determine  that  we  do 
not  over  distribute  liquor  funds. 

B.  Concur. 

We  usually  only  distribute  current  profits  as  closely  as  we  can  estimate  them  before  year 
end.  It  has  only  been  in  the  past  few  years  that  we  have  had  additional  amounts  to 
distribute  because  of  the  reduction  of  warehouse  inventory  due  to  implementation  of  the 
bailment  system  which  requires  payment  for  merchandise  when  the  product  is  shipped 
to  our  stores. 

Recommendation  #13 

We  recommend  the  department  establish  procedures  to  ensure  investment  earnings  are 
distributed  in  compliance  with  state  law. 

Agency  Response 

Concur. 

We  will  deposit  investment  earnings  in  an  accounting  entity  separate  from  the  investments 
based  on  an  interpretation  that  the  earnings  need  only  be  reflected  in  the  same  fund  not 
the  same  accounting  entity. 

Recommendation  #14 

We  recommend  the  department  record  investment  income  in  the  fund  in  which  the 
investments  are  held. 

Agency  Response 

Concur. 
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Recommendation  #15 

We  recommend  the  department  appoint  an  advisory  council  for  the  Multistate  Tax 
Compact  as  required  by  state  law. 

Agency  Response 

Do  not  concur. 

The  department  has  never  felt  it  was  necessary  to  create  a  formal  advisory  council  since 
the  functions  of  that  council  were  already  being  performed  on  an  informal  basis  by 
various  employees  within  the  department.  No  member  state  of  the  Multi  State  Tax 
Commission  has  a  formal  advisory  council.  However,  if  such  a  council  is  necessary,  the 
department  would  appoint  individuals  who  are  on  the  current  informal  council. 

Recommendation  #16 

We  recommend  the  department  include  recommendations  for  improvements  in  the  system 
of  taxation  in  its  biennial  report,  as  required  by  state  law  or  repeal  the  law. 

Agency  Response 

Concur. 

Legislation  currently  introduced  in  the  1993  session  will  address  eliminating  this  legal 
requirement. 

Recommendation  #17 

We  recommend  the  department  comply  with  property  assessment,  suspense  account  and 
settlement  laws,  or  seek  legislation  to  amend  the  laws  as  appropriate. 

Agency  Response 

Concur. 

The  department  will  seek  changes  to  15-2-502, 15-7-106, 15-8-103,  and  15-8-104(2),  MCA 
during  the  1993  legislative  session.  The  department  will  either  administratively  address 
or  consider  seeking  law  changes  in  1995  for  section  15-8-302,  MCA.  The  department  will 
remind  its  county  offices  of  the  roll  back  tax  procedures  found  in  15-7-403,  MCA  and  of 
the  need  to  comply  with  the  second  Monday  in  July  reporting  requirement  found  in  15-8- 
706,  MCA.  Section  15-1-506,  MCA  will  be  considered  in  the  department's  1995  tax 
package. 
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Recommendation  #18 

We  recommend  the  department  charge  only  reasonable  and  allowable  costs  to  federal 
programs  in  accordance  with  federal  requirements. 

Agency  Response 

Concur. 

Recommendation  #19 

We  recommend  the  department  record  federal  program  costs  on  the  state's  accounting 
records  to  facilitate  accurate  reporting  of  federal  program  expenditures. 

Agency  Response 

Concur. 

Recommendation  #20 

We  recommend  the  department  provide  the  necessary  information  to  allow  counties  to 
distribute  corporation  license  tax. 

Agency  Response 

Concur. 

In  August  of  1992,  the  Corporation  Tax  bureau  discovered  the  error  referred  to  in  this 
report  and  the  bureau  made  appropriate  changes.  Those  changes  included  the  creation 
of  a  new  form  to  be  completed  by  financial  institutions  to  insure  the  proper  distribution 
of  Corporation  License  Tax  to  counties  and  the  proper  distribution  by  the  counties  to  the 
various  taxing  jurisdictions  in  the  county.  The  new  form  was  implemented  in  September 
of  1992  and  as  of  that  time  the  bureau  has  been  providing  the  necessary  information  to 
allow  counties  to  properly  distribute  Corporation  License  Tax. 
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